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THE ROLE OF BNP-PARIBAS SA IN THE 
UNITED NATIONS OIL-FOR-FOOD PROGRAM 


THURSDAY, APRIL 28, 2005 

House of Representatives, 

Subcommittee on Oversight and Investigations, 

Committee on International Relations, 

Washington, DC. 

The Subcommittee met, pursuant to call, at 2:30 p.m., in room 
2200, Rayburn House Office Building, Hon. Dana Rohrabacher 
(Chairman of the Subcommittee) presiding. 

Mr. Rohrabacher. This Subcommittee will come to order. The 
Subcommittee on Oversight and Investigations will come to order. 

And, Howard, are you going to join us today? 

This afternoon, we will examine the role of Banque Nationale de 
Paris (BNP) and the operation of the finances of the Oil-for-Food 
Program. The Full Committee, under Chairman Hyde, examined 
BNP last November. The responses we received then were not sat- 
isfactory, which has become even more evident as this scandal has 
unfolded. At that hearing, for example, BNP witnesses denied any 
problems with payments in the program. This just does not seem 
consistent with what has been disclosed since that November hear- 
ing. 

In that November hearing, we found that one recipient of mis- 
directed payments in the program was a shadowy company called 
East Star Trading. According to BNP’s contract with the United 
Nations, this company was not authorized to receive these pay- 
ments as they were not the original party to the transaction. This 
is a third party being paid for what someone else is doing. The pay- 
ment was supposed to go to a company called Al-Riyadh Inter- 
national Flowers. According to the terms of BNP’s contract with 
the United Nations, only financial institutions could have funds re- 
assigned to them. I want to stress that East Star Trading is not 
a financial institution, and even BNP recognizes that. 

While we initially believed that there were only three improper 
transfers to East Star, we now believe that there were at least doz- 
ens of such transfers. We have also learned that there were, in 
fact, at least 400 payments like this to other companies. We still 
do not fully understand what kind of company East Star Trading 
is, and we are anxious to find out. We are told by BNP that East 
Star is part of a consortium that has participated in other Oil-for- 
Food transactions. There are some allegations that East Star has 
conducted itself in a way that is a little bit more disconcerting than 
conduct that is simply part of the consortium. These charges will 
require some research and we will be doing just that. 

( 1 ) 
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As to the company that was supposed to get the payments, Al- 
Riyadh International Flowers, we know a bit more. We now under- 
stand that the company was owned by Prince Bandar bin Moham- 
mad, a member of the Saudi royal family. Let me note that he is 
not the same Prince Bandar who is the Ambassador from Saudi 
Arabia to the United States. Prince Bandar is, of course, not some- 
one who would be involved in this type of operation, or at least we 
do not have any evidence of that. But let me note, this is not the 
same Prince Bandar who is the Ambassador, and his integrity has 
not been called into question by this investigation. 

In 2003, the Defense Contract Audit Agency, DCAA, received 
some remaining Oil-for-Food contracts for potential overpricing. 
They reviewed these for some of the potential overpricing that we 
thought was happening. Some of these contracts were suspicious, 
and overpricing was evident in some of these contracts. Apparently, 
some of them belonged again to Prince Bandar’s company. The 
auditors found at least three instances in which Al-Riyadh over- 
priced goods destined for Iraq in the Oil-for-Food Program. It was 
through overpricing of goods that kickbacks were made to Iraq — 
by inflating the price of goods and kicking back the difference to 
Saddam’s henchmen. 

DCAA found that over $8 million of such examples of overpricing 
could be found in these transactions. BNP suggests that all of this 
was normal practice — and we will be talking about that today — and 
that all of these funds were fully accounted for, causing no loss to 
the program. 

In his prepared statement, Mr. Schenk admits that mistakes 
were made by BNP, but contends that they were in fact avoidable, 
and this is good. The question remains, however: Why were these 
payments made, period? More importantly, there are still 80 such 
transactions being reviewed, and BNP does not fully understand 
exactly what was going on in these 80 transactions. We want to 
talk about that as well. Moreover, the Committee has obtained doc- 
uments from BNP concerning internal audits the bank prepared for 
itself on the program. In two audits from 2000 and 2001, BNP 
auditors reported that the bank’s operating procedures were out of 
date as of January 1997, soon after the program began and that 
the flow of paperwork, according to these audits, was even at that 
time irrational. 

At this time, I would like to ask unanimous consent that I sub- 
mit for the record several documents provided to the Committee 
concerning these payments, including the report prepared by BNP 
on the hundreds of third-party payments made by the bank as well 
as the two internal audits I just mentioned. Without objection, so 
ordered. 

[The information referred to follows:] 
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INTERIM REPORT 


PAYMENTS UNDER UN OlI-FOR-FOOD PROGRAM 
LETTERS OF CREDIT TO PERSONS OTHER THAN BENEFICIARIES 
AND BAN'KS PROVIDING DIRECT LOANS TO BENEFICIARIES 


L INTRODUCTION 

By way of baokgrOimd, the Oi!-For-Pood Program was created througli a 
unanimous resolution of the Security Council of the United Nations (“UN”) with the 
principal objective of alleviating the suffering of the Iraqi people by providing 
humanitarian goods to Iraq under contracts approved by the so-called “661 Committee” 
or “Sanctions Committee” of the UN Security Council. To that end, the 661 Committeei 
of which the United States \Vas an active member, authorized specified: contractor to 
furnish approved goods to Iraq, Once a contract had been authorized by the 661 
Committee, the UN directed its bank, the New York branch of Banque Nationalc de Paris 
find lafer BNP Paribas (either or botli sometimes referred to hes'cm as “BNPPNY*’), to 
issue a letter of credit naming the contractor as the beneficiary', thereby providing 
fissiirance that the beneficiary would receive payment under the contract upon delivery of 
the approved goods to Iraq and presentation of the required documents- 

Because it was contemplated that letter of credit beneficiaries might well 
need financing in connection with the transaaions (fox example, to procure riw materials 
or to manufacture or procure finished goods iii order to fulfill their contractual 
obligations), the beneficiaries were permitted under the Oil-For-Food Prograni to assign 
proceeds under their letters of credit to secure bank finfuidng to obtain the required items. 
An assignment of proceeds is a traditional means of securing financing to enable the 
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beneficiary to obtain the goods covered by the letter of credit. As discussed more fully 
below, this means of financing ordinarily can take various forms, including an 
assignment to a bank to obtain a direct cash loan to the beneficiary from which the 
beneficiary can pay its supplier, an assignment to a bank making funds, available to 'the 
supplier, or an assignment to the S'opplier providing 'financing to the beneficiary in the 
form of goods supplied on open account. 

In response to questio'iis that have been raised by the Staff of the House 
International Relations Committee (“HIRC”) regarding instances in which letter of credit 
proceeds nia,y have been paid to persons otherthan beneficiaries or banks providing 
financing to beneficiaries in the form of a direct loan, BNPPNY is in the process of 
conducting a review, utilizing the methodology described m Section n below, to identify 

such payments. The results of that review to date - which is ongoing are discussed in 

Sectio'o III below. 

II. METHODOLOGY 

From the mceptio'ti of Ihe UN Oii-For-Food Program through November 
18, 2004, whenBMPPNY’s review' coinnienced, BNPPNY had processed approximately 
54,000 payments under humanitarian letters of credit issued at the direction of the UN. 
These paymients fall within the following broad categories; approximately 23,000 U.S, 
donar..denominated wire transfers; appro'ximatdy 1 8,000 Eiiro-denO'minated 'wire 
transfers; approximately 2,000 wire transfers in 'foreign curreficies other tha.ii the Euro; 
and appro.ximately 1 1,000 direct dollar or other currency deposits into accounts 
mairitairied at BNPPNY, or at other bra.iiches or affiliates of BNPPNY. Because different 
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payment sj^siems have been used by BNPPNY for processing transactions in each of 
these different categories, the methodology employed by BNPPNY for identifying 
payments to persons other than beneficiaries or banks making direct loans to beneficiarie 
has been tailored accordingly. BNPPNY’s review of these pa)mients to date has focused 
on the approximately 41,01)0 U.S. dollar- and Euro-denoniinated wire transfers. The 
review so far has consumed approximately 8,000 man-hours of labor on, the part of 
BNPPN Y employees detailed from audit functions with support from other personnel. 

The account establi.shed for the U.N. Oil-.For-Food Prognun was liand.led 
'' .linn BNPPNY's Trade Finance Department. As a first step, all payment data from the 
iraiie Fiiiiuicc Department account was exrtacted fi'o,m BNPPNY’s .money tra!is,fer 
sysiL-m ;or IrS. ciollar-denomina.ied wire transfers (approximately 107,000 records, 
mcJiiilmg but not limited to Oil-For-,Food Program data). .A similar process then was 
used 10 extract comparable data fi-om approxima.tely 32,000 records relating to Eiiro- 
denominated wire transfers. Based upon various internal coding coiiventioiis and 
matching programs, transactio,Qs known to be uiiiPlated to the Oil-For-Food Program 
were removed from tlie extracted data. Various manual validation reviews of these 
transactions then were perfontiet! to ensure the accuracy of the .ideiiti.fica.lion process. 

In order to review the universe of approximately 41 ,000 U..S. dollar- and 
Euro-denominated vrire transfer payments, BNPPNY first identified those U.S. dollar- 
and Euro-do.noniinated wire transfer payments which, in accordance with standard trade 
finance practices, xvere made to banks that were presenting documeots for payment of 
humanitarian lette,rs of credit, ostensibly on behalf of the letter of credit beiieficiiuies, 
with no "iurther credit to” reference in the electronic files. This step identified 



7 


approximately 19,000 US dollar-denominated payments and approximately 15,000 Euro- 
denominated payments, which •were set aside for further analysis to deteimine w’liether 

the data in the electronic files fully reflected the transactions. 

The payment instructions oii BNPPNY’s electronic systems for the 
approximately 4,000 U.S. doliar-dendminated wire transfers and approximately 3,000 
Euro-denomitiated wire transfers that remained then were compared electronically to the 
names of beneficiaries listed on humanitarian letter of credit spreadsheets maintained by 
BNiPPETY, in order to identify those payment iastmetions that included a name other titan 
that of the boneficiary. This process resulted in the identification of 2,079 ITS. doiiar- 
deiiominated payments and 145 Eiiro-denominated payments that required further manual 
review, The results of that review in tum identified 98 U.S. dollar-denommated 
payments and 12 EUro-clenominated payments that were made to a person other Ihait the 
benefieiary: d,t a bank providing it with a direct loan. 

The corfiplete files for each of the letters of credit under which these 110 
paytrients had been made were then manually reviewed. That review led, among other 
thing.?, to the identificatiott of a financing facility maintained by East Star Trading 
Company l,ld. ("East Star") at Credit Agricolc Indosuez Singapore (now Calyon 
Singapore) ("Credit Agricole") and a finanoing facility maintained by AI Douli Jordaoiaii 
Establishment ("Al Douh") at HSBC Bank Middle East, Amman, Jordan ("HSBC"), 
discussed in Section ill below. 

Based upon this information, 100% of the files for letters of credit issued 
to each of the beneficiaries tliat had directed these- 110 payments were targeted for review 
to determine whether they iiad made other payments of a similar nature. In addition. 


4 



8 


further setirches of tlie Oil-For-Food Program payment records were conducted, iratiaily 
on a sample basis and then on a 100% basis, for any other payments to HSBC and Credit 
Agricole; anti to Philadelphia Investment Bank and Egyptian Arab Land Bank, by reason 
of the frequency with wMch those two banks had appeared in the review to that point. 
These searches identified other beneficiaries who also had directed payanents to those 
banks. This triggered an iterative process, pursuant to which a 1 00% review of all letter 
of credit files has been or will be perfomied for every beneficiary' who is identified as 
having caused a paynient to be made to any person other than a bank providing it with a 
direct iotin. 293 payments in addition to the initial 110 were identified through these 
steps as having been made to persons other than beneficiaries or btinks providing them 
with direct lofuis." 

As a further tneasirre, BNPPNY elected to evaluate a random sample of 
151 of the 582 U.S. dollar-denominated payments that were made to several banks 
identified in Figui^e 29 of V olixme I of the Comprehensive Report of the Special Advisor 
to the Director of the Central Intelligence Agency on Iraq’s Weapons of Mass 
Destruction, dated September 30, 2004 (the “Duelfer Report”) and two banks that were 


1 69 other payments were identified through these steps for iiirther review to 
detemiine whether tiiey were made to persons other titan beneficiaries or batiks 
providing them with direct loans. In addition, ongoing review's of the U.S. doilar- 
atid Euro-deiiominated wire transfer.?, as well as planned reviews of payments to 
direct deposit accounts and payments in foreign currencies other than the Euro, 
which have not yet been examined, may identify other such beneficiaries. In such 
an event, 1 00% of the letter of credit files for those beneficiaries wdll be reviewed. 
Refinements in the methodology described herein and factors not presently 
anticipated al.so may e.vpand the universe of payments to be reviewed. 
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referenced in the Duelfer Report and that recently had been designated as primary money 
laundering concerns by the U.S. Treasury Department. That review identified no 
payments to persons other than the letter of credit beneficiaries or banks providing them 
with direct loans. 

As noted above, a nimiber of payments to banks with oo "further credit to” 
reference were identified ami earmarked for further evaluation as part of the review 
process. This wws accomplished by selecting for manual file review’ a statistically 
significant sample of these payments designed to achieve an etxor rate not to exceed 1%, 
.sampling precision of .99% and a confidence interval of 95%. A U.S. Army computer 
program at http :/Av\vw.hqda.armv.mil/aaaweb/audit.l'itm was used to determine the 
requisite sample size of 381 U.S. dollar-denominated payments and 378 Etiio- 
denoniinated payments needed to satisfy thesegarameters. A random number generator 
then was used to select these payments. The review to date of 358 of the dollar- 
denominated payments and 323 of lire Euro-denoniinated paymeits thus selected has 
identified none with indicia that it w'as made to a person other than the beneficiary or a 
bank providing a direct loan to the beneficiary. 

To summarize the interim results of the iinplementatlon of the foregoing 
review and certain follow-up efforts, BN'PPiSn>:'''s review so fai’ has identified 403 
payments that appear to have been made to persons other than beneficiaries or banks 
providing them with direct loans. As discussed more fully in Section III below, the 
composition of these 403 pa,y’meiits is as follows: 

. 50 that appear to have been made at the direction of the 

beneficiaries of the letters of credit to their own affiliates and/or financing 
facilities maintained by those affiliates. 
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. 273 of the remaining 353, accounting for approximately 83% of 

their aggregate dollar value, that appear to haveheen made to bank financmg 
facilities that were utilized by three exporters of various goods - wiiiclt in their 
own right or through affiliates were UN-approved letter of credit beneficiaries in 
other humanitarian goods traasactioDs - to finance goods tliat they were supplying 
other UN-approved beneficiaries.^ 

. 80 that are being reviewed to determine the role played by the 

recipients of those payTinents (eg., other bank financing facilities, etc.). 


BNPPNY believes its review niethodblogy is well-designed to identify 
any other such paynaents on a going-forward basis. This methodologty is, however, being 
reeval uated contirraaOy and will be revised as indicated by tire ongoing restilts of its 
application. 


HI. DISCUSSION 

As of April 1, 2005, BNPPNY has identified 3 53 mstances, as detailed in 
Attachment 1 hereto, in Which payments were made to persons other than hmnanitarian 
letter of credit beneficiaries or banks providing those beneficiari.es with direct loans. 
BNPPNY so far has been able to obtain inlbrmation sufficient to evaluate the roles of 


banks and other persons that were involved in transactions which accounted for 
approximately 83 % o f the value of flie payTOertts listed on Attachment 1 , and is 
oontiriuing its efforts to obtain information regarding tire others. The information that has 


It i.s coinmon for a supplier of goods to arrange a financing facility under which a 
bank extends a "revolving line of credit" to the supplier, whereby the bank makes 
loans up to a specified maxitninn for a specified period. As the borrower repays a 
portion of the loan, an amount equal to the repayment can be borrowai again 
under the temis of the agreement. See the definition of "revolving line of credit" 
in Baixon's Dictionary of Finance and Investment Terms (5'*' cd.). An a,ssignineiit 
to such a facility of some or all of the proceeds of a transaction being fi,iianced 
thro'cigi! that facility thus serves in the firet instance to repay tlie bank for the loan. 
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been obtaiiieil is sel forth in Attachment 2 hereto. Generally, letter of credit beneficiaries 
in those transactions appear to have assigned or ofliewise directed letter of credit 
proceeds to repay banks that financed the UiN-aitproved humanitariiai goods transactions 
ffirougli fmaiicing facilities maintained by suppliers that provided the beneficiaries with 
goods covered by the letters of credit. 

As of A,pri! 1. 2005, BNPPNY also had identified 50 payments that were 
made to persons who appear to be the beneficiaries' affiliates and/or financing facilities 
maintained by those affiliates, as detailed in Attachment 3. Infoi-mation that ha.? been 
gathered to date regarding these relationships is provided in Attachment 2 hereto. 


The following points should be noted at the outset with respect to the 
inuisactioiis identified during the course of BNPPNY's review to date, as reflected in the 
above-referenced attachments: 

. AssigTiinents of proceeds by letter of credit beneficiaries to banks 
providing transaction financing through either the beiie:ficiary or its 
supplier, or to the supplier ;finaacing the beneficiary by providing goods 
on open accormt, are commonplace in trade finance practice: 

The seller as a bencrlf iary under a IcUci of i redil 
eouki apsisii iis riglit to the proceeds to its bank as security 
for a lorn under [t; 5-1 14 ot the UCCi . . With Uw loan 
the sriler |i.e.. hcnellci.iryl could then pay jts ovvn siipplic!. 
protme the necessary docuinents under the letter of credit 
jirtsent the same to the is.suer, and remit the .uiiouut oucti 
to the lending bank. The foregoing an-.-mgeinent can lake 
othei ibrnis too Foi example, the seller's bank might take 
.;;i assignmetil of proceeds, but instead of disbursinii the 
loan to thi seller, it could notify the seileTs supphei t'uil the 
supplier may draw drafts on the bank fin goods siipplieil. 

The seller rnight even assign the right to proceeds to us 
suirplici as security tor an e> tension of credit by the 
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supplier itself. (3 White & Sununers, Uniform Commercial 
Code § 26-12 (4®' Ed.)) 

BNPPNY has identified no instance where a letter of credit and its 
corresponding obligations were transferred or assigned by a beneficiary lo 
a third party," 

'Ilie UiS! Iraq Account has not been subject to any loss in connection with 
any of the referenced transactions. 

The suppliers and beneficiary affiliates who were involved in the 
overwhelming majority of the transactions that are the subject of this 
interim Report were UN-approved beneficiaries under other humanitarian 
letters of credit, or affiliates of the same. 

The source of goods and disposition of funds in a letter of credit 
transaction is not affected by whether financing for that transaction is 
obtained: through an assignment of proceeds to a financing facility that i s 
maintained by the benoficiary or one that is maintained by its supplier. 
Where the proceeds of a letter of credit are paid directly to a beneficiai'y, 
the beneficiary is free to use some or ail of those proceeds to repay any 
bank that provided financing for the transaction, whether the funds wore 


As observed in paragraph lO.Gdj l] of the leading treatise, "The Law of Letters of 
Credit," by John F. Dolan, "[rjestrictions on transfer of the right to draw" on a 
letter of credit, in order to "protect the applicant's expectations concerning 
perfonnaacc and facilitate document examination,'' "do not apply to assignments 
of letter of credit rights or of tlie letter of credit proceeds where there is no risk: of 
substitute perfomtance and no deviation from the strict compliance standard that 
permits document examiners to make payment decisions without looking beyond 
the face of the documents and the credit itself." 
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advanceti to the beneficiary or its supplier; or to pay its supplier directly; 
or to pay third parties unrelated to the transaction. 

. None of the non-beiteficiaries identified in said attachments appears on the 

United States Department of Treasury Office of Foreign Asset Control's 
List of Specially Designated Nationals. 

. BNPPNY has seen no indication that any assignment of proceeds or other 
payment instruction identified iti said attachments is causally linked to any 
corruption that may have occutred in connection with the Oil-For-Food 
Prograin, 

The transactions that involved two of the persons identified on Attachment 
I - A1 Doiih and East Star, an affiliate of Pacific Inter-Link SDN BHD ("Pacific Inter- 
Link") which, like A1 Dotih, is a large, well-established business organizatiori -- generally 
are ill ustrative. Togethor, those transactions represent approximately 82% of the dollar 
valite of the payments listed in that Attachment. .A.1 Douli and East Star, as well a.s a 
number of the latter’s affiliates, supplied various Oil-For-Food Program letter of credit 
beneficiaries with the goods required under their UN-approved contracts. Indeed, Pacific 
Inter- Link and several of its affiliates as well as several affiliates of A1 Douh also were 
UN-approved suppliers of hundretis ofniilliOhs of dollars of goods under other 
humanitarian letters of credit. 

In the case of A1 Douh, in order to obtain financing for huniaiiitariai 
goods transactions, letter of credit proceeds were assigned by various beneficiaries to an 
account at HSBC, which was maintained in respect of a financing made available 

by chat bank to A1 Doiili. Similarly, in fiie case of East Star, in order to obtain financing 
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for liumanittiriaii goods transactions, letter of credit proceeds were assigned by vitrious 
beneficiaries to ar. account at Credit Agricole, Which was maintained in respect of a 
financing facility made available by that banit to East Star. In accordance with 
BNPPNY’s procedures, the beneficiaries typically represented in their requests to assign 
proceeds to these financing facilities that the assigrawents were for the purpose of 
repaying those facilities for financing provided to them to purchase the hiimanitarian 
supplies covered by the underlying letters of crefit; and both HSBC and Credit Agricoie 
provided confirmation that this was the case on various occasions during the course of the 
Oil-FOr-Food Program,'* 

Discassions with representatives of A1 Dooh, East Star and Padfic Inter- 
Liiik, as well its w'itli certain beneficiaries of humanitarian letters of credit that obtained 
the required goods from them, together with other information gaftiered during the course 
of B'NPPKIY’s review, have provided lUrthcr assurances that Al Dotih and East Star were 
the suppliers of goods to various Oil-For-Food Program beiieficiaiieSj and tliat their 
supply activities were financed through their respective financing facilities. 

In stinii the 403 payments at issue appear, in al! of tliose cases in which 
BNPFNY so fiu- has been able to obtain sufficient infonnation to perfonn an ovaliiationy 
to have been made to banks which made financing facilities available to suppliers of 
goods to beneficiaries as a means of financing the underlying humanitarian goods 


fa the case of some of the payments listed on Attachments 1 and 3, and as noted 
therein, tlte beneficiaries did not assign letter of credit proceeds to, and create a 
legal entitlement to receive funds on the part of, any other person m advance of 
tlic time the letters of credit became payable. Rather, the beneficiaries simply 
mstructeci, in those instances, that BNPPNY pay certain sums to specified persons 
al the titne the beneficiaries themselves became entitled to recei ve tliose funds 
under the letters of credit. 
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transactions, or else to the beiieQciaries' o\yn affiliates. These financing an-angeinents are 
in keeping with normal trade finance practice, as described above. It bears emphasis that, 
even today, none of the non-beneficiaries listed; in the attaclmieuts hereto appears on the 
United States Treasury Depai-tment Office of Foreign, Asset Control’s List of Specially 
Designated Nationds. Nor has BNPPNY seen any indication that any of those payments 
was causally related to any corruption that may have occurred in connection with the Oil- 
For-Food Program. 

.BNPPNY is continuing its retiew, as described above. It intends to 
provido a fmal report to HIRC at the conclusion of that proce,ss. 
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Attachment 2 
to Interim Report 


INFORMATION REGARDING CERTAIN SUPPLIER 
AND AFFILIATE RELATIONSHIPS .REFLECTED IN 
ATTA.C:HMENTS l and 3 TO THE INTERIM. REPORT 


A. East Star Trading Company Ltd, 

1 • Supplier Relationsliips 

.East Star, which was incorporated in the Cayman Islands on Febmary 27j 
1 990, is affiliatetl with Pacific Inter-Link, a diversified business group engaged in various 
tniiniifactimiig and export: activities. The ICP credit report for Pacific liitei'-Link states 
that it was incotporated in Malaysia on Jime 22, 1 98S, and that its principal place of 
business is located at the Maiiara Date Onn Putra World Trade Centre In Kuala Luthpur, 
Malaysia. According to its website, wvvw.pa cif icinteT-link.com.itiv . .Pacific Intef-Link is 
involved in the export of various goods and services from Malays:ia and the .Far EaiSl to 
the Middle East, Alrica and Europe. The goods offered by Pacific Inter- Link for expo.rt 
include cosmetics and toiletries, detergents, paints, pharmaceuticals, soaps, plastics, 
rubber, polyoirethane, paper, tin, building materials* cooking oils and foodstuffs, and 
other con.sunier products, according to its Website. 

The website further indicates that "Pacific Inter-Link ... is a member of 
the Hayel Saeed Aiiam Group, one of the oldest and most noted business conglomerates 
ill the Arab world," founded in Aden, Yemen in 1938 by Hayel Saeed Atiam. 

Subsidiaries of Pacific Inter-Link include PT Pacific Indomas, PT Pacific Medan, PT 
Pacific Texindo, PT Pacific Palmindo, FT Pacific Agritama, PT Pacific Indo Dairy, PT 
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Oleocheni & Soap, Pacific Oils & Fats and Asiatic Container. (Jd.) Significantly, P.acific 
Inter-Link and seven of its affiliates - PT Pacific Indo Dairy, PT Pacific Indomas, PT 
Pacific Texindo, PT Pacific Medan, PT Pacific Agritamia, PT Pacific Palmindo, andPT 
Oleochem & Soap ~ were awarded nnmeroiis LI'N-approved Iinmaoitarian supply 
contracts tlirouglioiit the entire course of the Oil-For-Food Program, totaling 
approximately $270 Tiiillion in value. 

BNPPNT'''s review to date has identified a number of paynnents, as set 
forth in Attachment i of the Interim Report, that were assigned by A) Riyadh 
ljiterna,lio,t)al Flowers Co, for Investment Trading Industry & M'edical Hygenie Sen-dees 
("AJ Riya.dh") and various other beneficiaries of Oil-For-Food Program humanitarian 
letters of credit to a financing facility at Credit Agricole. As described below, funds w'ere 
made available through that facility to East Star in order to finance the goods .it supplied 
to those letter o.f credit beneficiaries, and thus the beneficiaries' perfbnnan.ce of the 
underlying humanitarian goods transactions. 

.In recent discussions, Pacific Inter-Liak has advised BNPP.NY that Ea-st 
Star was the supplier to A1 Riyadh and other beneficiaries of Oil-For-Food Program 
huinanitaria.n letters of credit, and that these transactions w'ere financed through a 
financing facility at Credit Apicole. ‘ Crtxlit Agricole-, which on various occasions 
during the course of the Program had confirmed representations by humamtaiiaii letter of 


Representatives of four humanitarian letter of credit benefi-ciaries -A1 Riyadh, 
Regional Economic Fund, PT Qiuuto Bina Upaya, and AI Hoda Iiitematioaal 
Trading - recently have confiniied that their companies assigned proceeds from 
their letters of credit to the Credit .Agricoie financiDg facility in order to finance, 
their purchases fl'om East Star or Pacific Inter-Link of tiie goods required under 
their UTS-approved contracts. 
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credit beneficiaries that they were assigning proceeds, to that financing facility in order to 
obtain financing for the utiderlying transactions, recently reconfiniied this point. 

2- Affi liate R elationships 

As noted above, PT Pacific Mo Dairy', PT Pacific indomas and PT 
Pacific Texindo are identified by Pacific Itifer-Link as its subsidiaries on its website. As 
set forth on Attaclimeiil 3, a!! three of these entities were letter of credit beneficiaries and 
as such directed payments to the Credit Agrieole fiiiancmg facility maintained by East 
Star at Credit Agricole. 

East Star and Pacific Inter-Link are both 100% ownori by the same entity, 
Conimodilies House investment Ltd. Discussions with representatives of A1 .Riyadh, 
Regional Economic Development Fund and PT Quarto Bina Lipaya, all of which are 
befieficiarie.? of .htnnanitarian letters o f credit, have confirmed that .East Star and Pacific 
liitcr-Link are part of the same group, and that East Star- provided Pacific. Inter-Link with 
access to fi,ttancing through its facilities. 

B. Al Douh Jordanian Establishment 

1. Supplier .Re lationsh ips 

A! Douh wa.s organized in 1993 in Aninian, .Iordan as a general 
partnership. According to the I.CP credit report on A1 Douh, it was founded by members 
of ihe A1 Farhood family, which previously had emigrated to Jordan from Iraq. It is part 
of a large group of companies engaged in the production and supply of foodstuffs and 
other merchandise throughout the Middle East, with its principal place of busine.ss 
located at the Aqarco Commercial Centre in Amman, Jordan, Its affiliates include A) 
Methalia Establishment for Dairy Products, AI Naba A1 Safi hidustrial Establishment, .A t 
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Jawhara Foodstuff Co. Iffd., A1 Riyadh Co. for Detergents Industry, and ,A1 Riymlh Co. 
for Vegetable Oil Industry, all of which have facilities located in Jordan. All of these 
affiliates were LHSt-approved suppliers of hiimaiiitarian goods under various letters of 
credit isstied during Phases 3 through 13 of the Oil-For-Food Program, aggregating 
approximately' $88 million in value. 

B.NPP.NY’s review to da.te has identified a number of payments, as set 
forth on Attaoliniait 1 to the Interim Report, that were assigned by various beneficiaries 
of Oil-For-Food Program humanitarian letters of credit to an account at HSBC. That 
account was used to repay HSBC for the funding it made available to A1 Douli, which, 
enabled it to supply goods to those letter of credit beneficiaries, who in turn funiished the 
goods to Iraq pujsmmt to .humanitarian contracts authorized by the flN. The beneficiaries 
provided representations that they were receiving transaction financing from the .HSBC 
financing facilities at tiie times they requ.e,sted that proceeds oftlieir letters of credit be 
assigned thereto, and those representations were confirmed by HSBC on various 
occasions during the course of the Program. 

A.1 Douh recently has confi.nned to BNPPNY that it supplied a number of 
huroanitarian letter of credit beneficiaries with goods ~ including, among other afap.les, 
baby milk powder, full cream milk powder, vegetable ghee, toilet soap and feed barley - 
that those beneficiaries had agreed to furnish to Iraq piirsuant to contrarts they had been 
a,warded ui).der the Otl-For-Food Ifiogram. A1 Douh advised that the contractual 
relationship between A1 Douh as a supplier, and the beneficiary of a letter of credit, as a 
buyer, typically was formed through the issuance of a purchase order by the beneficiary 
to Ai Douh, followed by a return invoice from A1 DouJi to the beneficiary for the price of 
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the goods. A! Douh tiirther indicated that letter of credit proceeds were assigned by the 
beueficiaries to credit facilities at HSBC to secure fmancing for the goods supplied to 
them by Ai Douh, A1 Douh explained that as HSBC received payments into these 
accounts, funds were used to repay that bank for financing the goods being supplied by 
AI Doitli, 

C. Talfeet Trading Blst. 

1 . S upplier Relatio i iships 

Talfeet Trading Establishment ("Talfeet") is an import/export company 
that trades primarily in teas and foodstuffs. It -was registered as a partnership in AmmaD, 
Jordan in 1996 and maintains its principal place ofbusiness at the AI Aqad Complex in 
Amman. Its sole proprietors are Saleh .1. Ihmaid, its chief executive, and Kaniai Ilanaid, 
its finanoiat mrmaget. Talfeet was itself a UN-approved beneficia.ry under various 
huiaariitarism letters of credit with an aggregate value of approximately $18 million, 

BNPPKiy's revievv to date has identified a number of paytnaits, listed On 
Attachment 1 to the Interim Report, that were assigned by several beneficiaiies of Oil- 
Foi'-Food Program humanitarian letters of credit to accounts at the Philadelpllia 
InVestraent Bank and Jordan Islamic Bank, both located in Amman, Jordan. The 
beneficiaries repre,sented that they were assigning those proceeds in order to obtain 
transaction financing, and both banks Gonfiniied those representations on various 
occasions during the course of the Program. 

Talfeet advised BNPPNY in a recent discussion that funding was made 
available for its trading activities through financing facilities at those banks. Talfeet 
further advised that it supplied a number of Oil-For-Food Program tetter of credit 
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bfneficiaries with the goods they were required to furnish pursuant to their underlying 
himiarutarian goods contracts. Talfeet explained that the assignments of proceeds were 
provided by the beneficiaries in order to provide security for the repayment of the 
financing for those transactions by the banks. 

2. Affiliate Relati ons hips 

Discussions witli Talfcet coiifirmed that it w'as a part owner of Nivitigala 
Tea Factory (PVT) Ltd., Ranter Teas (PVT) Ltd., A.S. Cliatoor (Tea) Ltd., and AgiiLiad, 
ail of which are letter of credit beneficiaries that assigned proceeds to the financing 
facilities maintained by Talfeet, Talfeet advised BN'PPNY that its managing partner had 
.signature authority for all of these entities as well as for Talfeet. Documents in the letter 
of credit files .sent to BNPPNY^ by these companies all include the managing paitner’s 
signature, 

B. Inesfootl, Group - International Food Trading - Arab Oil Co. 

1. Affiliate Relationsliips 

T.here are strong indications that Interaatioiial Food Trading and Arab Oil 
Co. are part of the Inesfood Group. The names of these companies variously appear 
together on the letterhead of correspondence to BNPP'NY rnainiained in the letter of 
credit flies. Ail tlrree companies have tlieir principal place of business at the same 
address: Ines:food Food Center, Rue de La Mo.squee, La Momagua, Tunis, Timis,ia., 
Extracts from tlie commercial register in Tunisia recite that Intemationai Food Trading 
and Inesfood Group have given the same individual, Jalel Ben Aissa, the authority to sign 
on behalf of both companies. AT Doiih, which wa,s a supplier to Inesfood Group and 
■Arab Oil Co,, has indicated that the three are affiliated entities. * 
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E. Tel'war International Inc. - Aegean Marble Inc, 

I ■ A ffiliate Retarionsiiitis 

According to a report of Dun & Bradstreet, Aegean, Marble lac. ("Aegean") 
is a coiporation organized under the laws ofthe state of Georgia, with its principal place 
of business located at 7104 Crossroads BouleYard, Suite 1 23, Brentwood, Tennessee 
37207. The capital stock of Aegean is 100% owmed by its senior personnel, Hasin 
Ba>Tatn, C.EO. .AJikan Telwar, President, and Lisa Telw'ar, CFO and Secretary. 

Aegeati shares offices with Telwar International Inc. ("Telwar"), an 
intemationa! exporter of commodities including wheat, vegetables, rice, beans and 
fenilizer to the Middle East organized in 1 978 under the laws of the state of Termessee. 
Fatima Telwat, the mother of Alikan Telwar, is the owner and president of TelW'ar. Both 
Te.l wa,t add Aegean ha ve di rectors and o fficcrs who are members of the Telwar Family . 

Telwar Was the beHeficiary of seven Oil-For-Food .Program humanitariaii 
letters of credit i.s§iied pursuant to UN-approved contracts to supply goods to Iraq. The 
review conducted by BN.PPNY to date has identified five of these letters of credit u,nd.er 
which TelW,ar assigned proceeds to the accoiiat of Aegean at First Tennessee Bank, as 
reflected on Attachment 3 to the interim Report. Telwar has advised BNPPNh' that the 
proceeds assigned to Aegean were to reimbui'se Aegean through its account at First 
Tennessee Bank for a loan that Aegean had extended to Telwar to finance Telwar's 
acquisition of goods that it had contracted to supply to fraq under the Oil-For-Food 
.Program. 
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F. 


Linipex Trading - Letra Lebanese Trade Co. 


• • Affiliate R elationships 

Both Limpex Trading and Letra are owned and operated by the A1 Banna 
family, as evidenced by extracts irom the Beirut Commercial Register with respect to 
Letra and incorporation documents in Canada with respect to Limpex, which is based in 
Montreal, Canada. These entities have eonfinned in recent discussions that they are 


owned by members of die same family. 


G. Zahrat A1 Riyadh - Prince Bandar Bin Mobannwed Bin Abduirahm 
A! Sand 


1- Affiliate Relationships 

A representative of Prince Bandar, a member of the Saudi Royal fa.inily, 
lias advi.sed BNP.PNY that the Prince is the owner of Zahrat At Riyadh. ("Zahrat"), a; UN- 
approved Imniamtariail letter of credit beneficiary. A portion of the proceeds under one 
letter of credit issued, to Zahrat were paid to the Prince, who ahsa reportedly is the owner 
of A1 Riyadh. l).iten:ia.tio.nal Flowens Co. 
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To: JeajrfitTO Bemwl, Executiw Hte PresWent 

From: Wiiwn VassaBo, Seniw Vice President & Auditor 

RE- Corfwrals Banking OMte - TelecommunieeSon/Medla and CommodBe# Desks Audi 


OK Loyfe Degtetre 
P«ir» &urat 
Rlohart Stod 
Amaud Ortin 0u Bocage 
Jos<^ts Espeso 
MarjonnalSteson 
Mwte Ifertey 
Eva Milte toso 


Audtt as of Date: Jarawry 31 , 2000 

Coromoneomern Date: March 17, 2000 
Report Date: May 11, 2000 


An aua of ^ T^ecommunlcalion/Medla Desk and Commodifles Desk was conducted as (rf She 
close w tajsmess January 31, 2000. The audit was conducted In accordance with the standards 
esteWlsned ity the Audit Department and inckjded such tests of the aceounttns records and ether 
auditing procedures considered necessary under the drcumstances. 

The audit tncHided. but was not limited to, tests and procedures to er^ure the foiiowktg: 

T eleeommtmlcaUon/Medla Desk and Commodities Desk 

• Business Development Plans have been completed and ofrculated. 

• Cail Reports are compleled and reviewed by menagement. 

« iending/bankifjg transactions are properly reviewed and approved by authorized 
man^ment 

• Umits are morJtored and not exceeded. 

• Outstandif^csmmilmentsareproparlyapprovedandmonitofed. 

• Facility prfcit^ has been reviewed and approved by management. 

» Q-edit Fites are tttrrent, property completed and reviewed. 

• L^al Flei are complete and reviewed. 

• Misshg iegai documentato Is identified, monRored and obtained in a timely manrjor. 

• Conflnhsilofts wist for authorized transactions, 

• The Ofiteer Code List is current. 

• The Watsh List is prepared and monitored by Credit Risk Management 


n> OHrrtf'l! 
S«C COfniVt i'- ■ 
'i, » . ! i. 
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TBtwremurtraionfliteaa Ossk DsminodBss Desk Aaiil RmsiI 
Pagea ' : 


The tetelled eommerts. recommemSatos and roanagemenfs responses are Wuiled In ®it 
report section Ihrt folows. 


COMMENTS I RECOMMENDATIONS 


T»t«ffltmi*teiSlonajeas J3(s* iBj ComiJiodllles Ooflt Ao* Rs 5 Wt 


f . EstabttshimM sit Legal DaeuimutaSon Stendards {Retreat Somroent) 

RISS:W0H EFFORT: MEKUM DESK: TELBME0IA, and COMMOOITiES 

Urtfofm tegal dwumertaSion re^iremenis for BNP U5, Groujs have not teen estabtehed. As rioted Its 
our two preview examinations, sreitoin tegd dooffnents were *waive<P by Corporate Banklr^, isyS feted 
as "required* by »i« Legal Ospartmenl. Thte pradice results in excessiw fete of state outstawJing legal 
tewnenfatlsa 

The falurt to develop and adhere to a uniform lege! documerdaBon slwtdart rosy result In misSlr® 
aMoa! dooumeitatton, and unnecessary efforts to obtain documents deemed not sriltial 

Semmimndatiom 

Once again, w recommend that either the BNP legal Department or an ooteide firm, in awtlunoton wBt 
the various desks, develop a unSotm lege) doeomentation standard for the U.S. Group {loduding al 
Ranches). Onw the standard is imfdemented, procedures should be written to sup^orffte 
retpjiretnants and address exceptional processing such as document waivers. 

Management Response {Richerd Sted, Corporate Banking Division) 

I a^ee wSh 1f» suggestion that we should develop a standard set of dooumanls, alorvg wfth 
an agreed uprm lisi of critical documents to be obtained horn clients in North America. I 
further believe that these documents should be applicable to all units in the U.S. Th^ 
should also be 8 dear policy established regarding Oie waiving of documents since It Is very 
clear that companies, certainly investment grade companies which we deal are reluctant to 
accept onerous documentation drafted by banks, artd often prefer to use foeir own 
standardized terms. 

With r^ard to a targe! date for resolutai, H would seem that ttfe matter would be best 
addressed ^ the Legal Department of the newly Integrated BNP-Paribas structure In North 

America. 11 would seem logical that to the extent that "slandardizetr documents am gdng to 

be utlteed, ttian the standard should be set In conjunction vinth the Inlepalion of the two 
banks. The suggestion of utilizing outside ccunset for a documentahon review to a good one 
espe<ia% ff #» Arm can bring us the concept ol best practices having worited with other 

banks on Site matter. ■ 

SSanagenjenl Response {Bruno DiNaido, legal Department) 


2. Mlssfng Legal DomMmnlaSon (Repeat Comment) 

RISK: HISH EFFORT: LOW DESK: TELBMEDIA and COMMODfTIES 
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enS Desk i/MiOtt 

Fa0e4 


Our review ef tt» Mteing Doaim«ite Usts (prepared by the legal O^artnwM) tor 8w Ossporate 

BanWng Oivfeien dtedosed that a signiTioant amount of critel tegai d^tnsntatten remains oulatandlr^ 

for ®xo«iv« periods of time. For purposes of Ws review, we define ‘orBicai documenls* w notes, 
eredil agr^ments, csjiporate resolutkHis, stature cards and legal opirtons. and mteessh* as over 3 
months, h aStSto, any efforts made to obtain tha dotajmertalion are not dawmen^evidani^, 

Beemammtiatton 

We recajrwnEftd that managemertt establish a policy (In wnjuncitofl w#h #» Legal CteJmentalte 
Standanls comment #1 ) to address mlsslne documentation and the steps mpuired to iwoeess • 
twjsBction^wit the necessary documentation. Jnaddlllon, any efftaf* made to obtain tt» 
documwtatiw staW be evidenced in the Mlssir^ Documents UsL 

Managewenf Response (Richard Sted, Corporate BanMng Division) 

We find tsai the current Missing Documents List prepared by Legal Is less than a useM document since 
11 iista aB doom^te which Legal Department would like to have in hand, even though that 1» not always 
posslt^ at dosing. However, as is the market practice for syndicated facilities, we dft^ receive 
conformed or executed documents well after the eciua closing dale, with documents h^ by ^unsrt for 
the Agent As for promissory Notes, most symScated credits do not require the bonower to execute Pro- 
Notes unB the time of borrowing. t( the committed credit is used lor commercial paper baitop, ttiero 
are no borrowings and thus we do not receive a note. However, the lack of a promissoiy note appears 
wi fte Missirg Documents List and remains there even though we »B8 not receive a note. 

1 do agree however, that there should be a poHcy established which cteerty addresses missing 
dooumehtation end the steps required to process a tretBBdion. At the present lime, the Dlvlion 
Manager must approve all operating feKets where legd documentation excepttons exlsL WhBe tWs 
mtf’it appear reasonable, it is not since we must 'book* a fecllily at the legal closing, to begin aosruing 
fees and to Insure that commitments of the bank are accounted for when such commitments are 
ineuiTSd, even though the legal documents are sISI the Agent Bank's legal counsel. 

I believe If WB weate a true Documentation Exception Report, then there should In tact be a wrlden 
response from Bie araount manager regarding tottow-up that has been taken. This wouM app» to be a 
more effective sonW of Documentation, 

Management Response (Bruno DINardo, Legal Department) 


3. Legal SowmenfCondrof 

SISK: HIOH EFFORT: MEDIUM DESK: TEIE«DIA and COMMODITIES 

A review of seleded legal files and toe WBssing Documents List disdosatl that the aiirent process for 
conWIing and monitoring legal file deficiencies Is irrsufiicient Currently, a doaiment control sfwet Is not 
prepared to drxajmeni She contents of each ffle and support tha Missing Ooquments List. 

According to the Legal Department the CfoeraHng Memorandum’s 'Legal Documentation 

C«np!®tB' s«aor> is used for this puiiwe. Our review disdosed that tie status of ' 
dosuments wported in the Operating Memorandoms do trot support Ihs Mteslitg Document 

.List . ■ 
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RmammmiiMm 


!! is reoowmemled that rnatsagetnem implement a Doeumert Cortroi Sheet Th» Lag^ Departroant 
should wmptBte s Deoumens Gortfol Sheet for each Ills at the tims of otoslf«. Tha Sheet sheuM »st alS 
requted doramente, and outrent status of eat* document (iwatvod , pending. *®hte8. comments, 

stc|. The Sheet sho^d also b# utiliad as ths Input Sheet for preparation and suwori the M Wng 
Documents LW. This procedure wouW provitte mMagemwl Wift the eurrenl statos of the fte at anv ■ 

~S..— ». il t k *5. ! < 



Thelatae to property remove eanwted lines from the s^em may resutt in taasumte 
r^wUng and wasted resoufws spent revievAig wronaous ©Kdesses. 





Rrs), when we receive m Opemting Memo, tHs memo serves « wtma (Joeument for the 
of #»B iin* in MERCATOR as well as in SECCOM. Infermation ffom the Operating 
Memo Is fin! hpsit to SEGCOM by art Irtpul operator, then the Irifmmafion input to SECCOM 
is verifteti by a supervisor s^tet the Ops memo for BBcuraty, 


Secondly, each month. Credtt Administration seRds ea* loan Offlcsr ths foltowInB 
SECCOM-genewted reptwte: 
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Desk a?^ Desk ^sSU 

l®a^7 


3. EstaVB Group 10/29/99 

4. KolmerPetroChem 6/30/98 

5. touis DreyfciS C«p. 10ffl1/98 

S. Variws Untted Hattons UCs Various 

Tlje lads of a timely cstepft flne reriew^ process (credit analysis, head office approval. «te,) 
may rBSult in imd^aSed aedi and odier risks. 

Bemmmend^m 

It is tecommewleti thal management ensure all expired lines have been reviewed/analyzed and 
submlfteti to P«fe for approves, in addition, management shoidd periodteally revtew the Mercator 
MERBIQ01 A report (or sImSar) to ensure expiring lines are Identified aroJ piaoed into toe 
analyste/revlew/approval pipeline to a timely manner. 

Mmmgcmmt Response (Richard Sled, Corporate Bairking Division/ 

The obswwlion ihai there were expired «nes to the portfoilo as of January 31 , 2000 is 
cmwsA. Fw a variety of admlnistfatlye reasons, it Is not unusual to have expired lines 
amount to 10% to 15% of ihe total portfolio at any ghreri point in time. 

in some eases, the exptoad lines reflect aedlls, vrhich have been submmed to Paris and are 
awaifine approval. With Dt3E, certain files are reviewed al the CradH Committee level in 
Paris, and these ^bal reviews are submitted at particular limes of the year, which may trot 
coincide with toe expiry date for a facSity to New York. Therefore, we are unable to update 
toe Merstotor or Seccom system until such lime that a signed Autoorijation Tiok^ is relumed 
from Paris. 

in otte cases, we may have an expiry date set by Paris on an Authorization Ticket, which 
©onfilcts wfth toe date by vtoich we would normaBy receive financial sialements from the 
client "niis Is especially reievant for French and European subsWiarias where wo would only 
restoive an annual statement. Thus, we may have a file expire in October, but vwjuid not 
expeti to receive the annual financl^s, which vrill allow a renewal to be prepared unfil toe 
end tsf toe firetguwter foSowing the year'tond. 

While wo have always had such ’admlnisifative’ challenges, which will naturally lead to some 
files betog reflected as expired, I do agree that we need develop a more comprehensive 
report which shows the expired files within the portfoilo so that proper feliow-up 
action can betaken, tt Is my understanding that once all credit files have been entered 
Into the SECCOM system, we w4H be able to generate a more meaningful expired file 
report. 

With regard to the management of risk In the portfolio, It should be emphasizad that account 
mamgere are meefirrg vrith cfents throu^out toe year, and fex those files wham flnandai 
dWiCUStfes are noted, a close monitoring is provided. This may include the praparaliort of a 
Watch List Repofi to insure lhat both ihe Division Manager and Risk Managemortt are aware 
of potential proMems in fie pottfolio. The annual review of tiro financials Is one of the toots 
we use h nwntorIrsB fro portfrtto, but It is not tiro only ona. 


frfanageroen* Response {Eva MHIas Russo, ComreodWIes Desk! 
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t Desk and CoawwdSSss Desk Au®t Reptm 
FsgB® 


6. Commtti Comj^anse Monitoring 

Rtl$JC:HISH EFFORT: HtSH DESK: TELErti4EDlA and COUtMODtriES 

Oyr review of Credtl Files indicated that Covenant Compliance Reports ate not being prepared by 
Cofperate BanWr^ Division as required by the BMP Credit Policy. In addition, management does not 
yttltee a "Covenant Compliance Master UsC to monitor covenant compliance on en overall basis. 

The !«* of covenant reports and the ability to monitor compBance on an ovwatl basis results in the 
violation of the BNP Credit policy, attd may result in urrdetected covenant vioiabons. 

Recommendation 

We recommend ttrat Corporate Banking implement the use of Covenant Compliance Reports as 
required by the BMP Credit PoHqr, in addition, a "Covenant Compliance Master Ust* that lists at 
Mstomsra flnonoial covenants should be implemented and used to monitor eompfeiw fer bi# 

errtlre desk. Onoe taplemented, procedures roost be written to support covenartt 

compSanoB/monitoring. 

Management Response (Richard Sted, Corporate Banking CMvIsion) 

It was noted that covenant compliance cerlificales were not found in examined Credit Fites 
and that there does hot exist a "Covenant Compliance Master tisf to be used for roonitoting 
covenant wro^terkte on at> ovcrai! basis. 

For fadtttes in which we ere a participant, tfw agent is responsible for (orwaidlnB the 
quarterly covenarrt eomplianoe certificates, and we find that In sush cases, we iHtolty haw 
such certffioates on IBe, For bSaterat facilities , where the client Is requfced to serto the 
certifieate directly to us, ftefs in fact are Instances where we have not rewlvad sudt 
doewnents. This is especiaBy true on small Network ffles which often ate supported by 
French i^irent guarantees or BNP Network accreditifs Issued in our favor. 

I sfo ap-ee wWi the observation fh« there should be a formaltad {Covenant Compitenee 
monitoring fwgraro. To be effective and to act as an outside oontroi, tt is ^fto! that the 
Credit AdmlnWrafion Deparlroonl, or In the ease of Barque Padbas, tie Portfolio 
Management Group, are responsible iac receiving the CertifKates. This support totdion ttten 
notes whether ttre dient is In compliance wWi the established covenants, and lyptaaily Vm 
account manager signs off on this ■internal eomi^iance" repost Where a corni^ is net irr 
complianee, or vrtrere a compliance certificate has not been received, the acxount monager 
or Department manager we notfcd directly. 
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Desk Cotwmodiltes De^ Rspon 

Pagae 


I uKlerstand that tie Pottfolte Management cono^ of otganhatton i«rffleh 1$ cutrentty part of 

She Parttos organtoaond structure Is likely to be part of the new BNP-Paribas Corporate 

BanWng cont»f stfucto. ! beieve that this inOependont oor#ol te the proper way in whit* to 

monitor this tunctton, and thus recjuirss the acatoril manager to be invelvesJ only nirtien an 
■ ojt^^tton eitet®. 

WWi regard to our curtent monitoring of covenants, it is Important to note that at the time of 
each annual renewal, the cretiil proposal contains a section which spesWcaBy reviews the 
covenants sirt a statement Is made regarding toe dierffs cwnpliancB with estebSshsd 
covenants. For the smaB Wes handled by the Network Desk, oompitence statements ar# 
lypicaly f»i!y required on an annuai basis as these ctmpanies do not puMi* quarterly 
linand*. 


7. IBf S^mtun Canto 

RISK: HtQH EFFORT: LOW DESK: COMMODITIES 

Our review of the UN accounts (overnight iiweslments) disclosed that signature catitfs were 
not executed for toe new IBF accounts. 

The tack of signature cards may expose the Bank to fraudulent transactions. 

Baeommandaeon 

it to recommendad that management obtein and tile signature cards for toe iSF accounts, where deemed 
appropriete. 

managemenf Response (Eva MItlas Ruese, Commodltlas Desk^ 

We w#l present the Issue to the new ENP/Parlbas legal department for review. 

a Hissing SmJIt FHe 

RISK: rtiSH EFFORT: LOW DESK: TELE/MEDIA 

Our review rflO credit fans disclosed that one file (Texas Cable Partners) was missing. 

The bck of eompleta ais! offieni credit files may result In Incomptele analysis and servicing. 
SecowwendBtfon 

It to recommended that management locate and secure toe missing Se. Furthw, addlttoirt 
efforts should be made to secure the file room and account for fries that are removed on a 
periodic basis. 


Msoapemeril Response (Nuafa Marley, TelacomBiunlcatlon/Medla Deskj 



mi Commodii^ Audit f^pert 

FBgelQ 


f m not why Texas Cable Parsers’ file can m\ be founcl In our IBe room. I w&i Tsseamh » matter 

immediatdy. M times, we have found that aur Hes have teen returned to the 498 Parts file room by 

mist*®. 


9. Na§onalAinmemmU,lnc.-MlsslngljigalBpeumeit^ 

WSKjHISH EFFORT: low DESK: TEIBMEDIA 

A review of outstandtog legal dssumenlattw as of January 31 , 2000 disdosed that NaiorMi 
Amuseraents, ins. fdesing 10W) was sM laeKhg viW le^ documentation. 


ft is reGommended fiat all legal stocumentstteri stouW be received sdfhfe three months ©f a elesing. Any 
ddays should be rsportsd to the Legal Department with the reasons property dstoymenW. 

Response (Brian Foster, TeleeommunloattenfMedls Desft^ 

Allhough I sgree Shat norm^ly all legal documentelta should be receK<ed vrtlhin 3 months of 
etesina lexcep! (or dositig for Latin Amerfcan loans which generslly tote to exoBSS 3 
morthsl- 1 do not agree lhal is siisuW be the relatioreWp mansgers* job » v«r% that ajl 
sjfrdtoted loan doeumems lave been teeelveti. The Legal Department creates 0« 
documeftWtor! checklist and S would appear tegStal ttiat ttisy <llsra« t» missing 
documentalton with th# law firms involved. It does not mate settse to forward ihJs list to ttre 
ascoiirtoWeer when this ewjiaiwresptved.wfthlrj the tegsld^artwentwitfe 8 sim^ phone • 
sa8. 

i do aor*® « far bHalera! (in tos8}»8nW!Slot5S, whtoh are transacfete m. ars d»s«ly 
oeBOSiated wito the dlsnt. Itw tBsponslWIliy vertfj^ns ®at «* deeumwtetion to rwefved 
sh«jWb8#»retettotBNpmaiiaBer». ■ ■ ■ 

In this paffeular ease, t teceivetj a boxed bound wpy rf «ie tegal docuraentatten. I 
forwarded those documents to the Legal Department far Wng. Whan it was teought to my 
stisnUon tat sur Legal Depstment believes that soma «ems are mlsslrtg, i asKeO the Legal 
Depsrtraerrt to call the law ftm to discuss the wtesing dooumertetion. i «n Bvwiting toe final 
rwolutte 

AuiSt Smnmmt 

Please refer to the BNP Credit Policy, which states that It is the Account OWoorts tesponslblity te ensure 
all legal cfocumenSatton Is obtsinwJ. In addition, It is toe Division's currert prooeelufB (via the missing 
document Isi) (cr the Account Officer to ro®ltor and obtain missing legal doewnenteilon. 


19. 0per»lfngP»»«lu«#-Ujifte(J(M8irons4ecounf 

RISK: HIGH EFFORT; MSSIUM DESK: COMMODITIES 

^ Our review of the opwatirig procedures (dated January 1887) for the United M8lk«s''lfa<|i oa (or 

huroanitoffen purposes program disdossd that they are outdated and do not refierS the curwm operating 
envlfonwent in addittort, the procedures hme not beers reviewedtepprovad by appropriate 8re» of the 
Bank external to toe Coromodities Desk. 
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WwomimKiiesion/WeSh Omk anS Coramodluw De* AMR Report 
P^elf 


Th# lack of current operating prt»eiiures may r^ult in the vlolatton raanagemsnl 

dIrecavM. 

HmmnmmiittSon 

It Is reeommentl^ that management update the operating procedures to reflect the cuitent speraing 
environment to addition, the procedures should te reviewed/approvad by apfu^srSate departments of 
B» Bar* sutSt as Compliance, Accounttoa and Legal. 

rnamgmn&at Betpanse (Eva Mlllaa Russo, Commodities Deskj 

Agreed. We »<l submit amendinents to tho procedures to O&M. The amendment will be etttuiated to 

the ap^opdal® areas the Bank. 


If. CmttRe/mU 

RISK: MEDIUM EFFORT: LOW DESK: TELE/MEDIA and COMMOOfTIES 

Our review of CredH Fites disclosed that Call Reports are eilhar missing or outdated {more ftsn 6 
months old). 

The ied« of current Call Reports results In the vitflation ot management dlrectivas and the 
inaWlity to guteWy end efficiently analyze die client's potential needs. 

Recommendatfon 

It is ractWHnei^ed that management enforce the current policy reguirement that reports must be 
pre|»red lor each visit in a timely manner. Further, management should implemertt some ^pe«d 
overall reporting mechanism to ensure visits ate made and documented as required. 

Mamgmnettt Response (Eva MIHas Russo, Commodities Desk) 

Doe to Ihe heavy workload of Uw United Nations Irag Account It is true ttiat we have not d«umonted all 
of our customer cortacts in the form of call reports. We win do our best to correct Sits omtsskm. 
However, this has not been for most of our Uienls and we therefore need to know whldt soomirt Siey 
are missing for so we may mare properly respond. We do have a large amount ed dtwimertBtlon wWirfi 
has not boen fted in the credit flies for several months, and do not balleve that you looked In Bite foitSer 
for any c^l report*. 

Havitig said this, pleaSe be assured that visits and calls are being made and W8 ate fully svwe of 
customer needs. Tt»y would be th# first to tell us if we were notl Hoiwitor, for credit monltwtne 
purposes, we agre# with the need to update the file on a regular basis atri work on cortacllng this 
. problem. 

Uemgement Response (Nuaia Marley, Telecommunication/Media Desk) 

Over the last year, given out work toad and ftnited staff (two matemRy leaves), our recording of 

meeHngs has feneraliy been done In the forro of Credit Proposals or ttough the use of enisit where we 

infomi wievanl paiites of inforroBtion that needs to be shared or aeled upon. 
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D«®K snd CommotillSes Desk Resp^rt 

Psg®t2 


fZ ii^iisg^0sit^M0vhwJA4spmva^^ 

RISK; MEDIUM EFFORT: LOW ■ DESK: COMMODITIES 

Our revfew of the United Nations Iraqi account prtwess dlstlosed that the vartous spreadsherts and 
reports prepared by the desk to control investment altedons, collatsrat balances, Wsrest earned, elc. 
de not wldenw one-i# re*w and approval. 



BmorntmnOiMm 


it Is rewsmmended that mana^mert take aSdtiotBl ste^ to ensure ^ documsnlalton is pteCBd in th» 
appropriate 'So be filed* ares. !n atWtibn, all documentation shmsld be frfaeed in the apptlc^rto Cterfit 
File for sMekaeping In a timely menner (le., withta one «ie«k). 


rnamgemsM Response (Richard Sled, Corporate BanWng Blvlston) 

Since $h® Corporate Department was required to move from 499 Piitt in March, 1 TO, we of 
nBC8Ss% had to bring our credit files vnlh us. Credit AdmWstrsllon tad 6>esn resi»r»tote for 
msinteinlng end seoiring eridlt Be® priw to Ihi* move, and flius -m test ttw staff support 
provKed by Credit Administratten. 
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Talessmmynlcato^l^te^ Ccsnffsoditte De^ Report 

9m 13 


t wouW expect tet when Cori»rate Banking is moved So She Pwitra® tocatton, and ei 
asrpMBte files are housed in a cenfrSlized location, adequate staflino ot file derks ViAl! Sj8 
made Bvailatsle to provide for #w proper maantenancs of these lites. 

Unti that time, we have hired a tempotssry file clerk and will monitor her progress. 


waiiam Vassallo, Senior Vice President & Auditor 
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Mr. Rohrabacher. On top of all of this, we have BNP’s own 
auditors warning that the bank was unprepared to run the pro- 
gram from the beginning. This only reinforces Paul Volcker’s find- 
ings that BNP did not qualify according to the original bidding 
process created by the United Nations in 1995. How much more is 
out there that we do not know yet about BNP’s performance and 
the Oil-for-Food scandal, especially in terms of this specific contract 
that BNP had with the United Nations? 

We are going to ask a lot of questions, and there is a lot more 
we have to find out. I must say, what we have already found out 
about BNP in the past months is disturbing. It shows the bank’s 
operations for the Oil-for-Food Program; basically its operation was 
insufficient for the task, and it makes me wonder if the bank cared 
at all about the risk that it placed on its investors by running the 
Oil-for-Food Program in the manner that it did. This afternoon, we 
hope to obtain some answers to these and other questions when we 
hear testimony from the various BNP directors present: Mr. 
Schenk, BNP’s North American CEO; Patricia Herbert, the Direc- 
tor of the Oil-for-Food Program; William Vassallo, BNP’s auditor 
for the program; and Harold Lehmann, former Director of BNP’s 
Trade and Finance Department and the person who authorized 
some of the reassignments of payments from Al-Riyadh Inter- 
national Flowers to the East Star Trading Company, which we will 
be asking him about today. 

I want to thank the witnesses for being with us today. Our Re- 
publicans should be joining us after the Republican Conference is 
over. And I will turn now to Mr. Delahunt for any opening state- 
ment he would like to make. 

Mr. Delahunt. Thank you, Mr. Chairman. 

I am going to use my time to express my frustration. I under- 
stand that, today, an Administration representative came to brief 
staff about the Administration’s thoughts on reform of the United 
Nations. This Subcommittee had a public hearing on U.N. reform 
scheduled a few weeks ago, but the Administration would not tes- 
tify, so the hearing was canceled. Are we ever going to have hear- 
ings on the Administration’s thoughts on U.N. reform, let alone 
other policies in the United States Government? I am going to 
make a request right here that a representative of the Administra- 
tion come before the Subcommittee in public session and respond 
to our questions and explain their position on U.N. reform. 

Now maybe they are consulting with individuals in the Majority 
Party, but I am unaware of anything beyond today’s staff meeting. 
My point is that part of this panel’s mandate is investigations. But 
additionally, we are required to conduct oversight of the Executive 
Branch within the jurisdiction of the Full Committee. But all of our 
efforts to date have been to investigate the United Nations or 
multi-lateral banks or companies that employ Kofi Annan’s son. 
Now that is fine, and that is good, but we seem to avoid examining 
the role of the Administration when it comes to the issues involving 
the United Nations and, in particular, its role in the so-called Oil- 
for-Food Program and what occurred over the course of the past 10 
years. 

I want to have hearings on why the Administration allowed Sad- 
dam to continue with trade protocols with Jordan and Turkey and 
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Egypt and Syria. According to the report by Charles Duelfer, the 
President’s hand-picked inspector, those trade protocols and oil 
smuggling earned Saddam $9 billion — as can be seen over by that 
chart that is sitting on the easel — six times as much money as he 
was able to skim from the Oil-for-Food Program. Where did that 
money go? Some have said that allowing those protocols, or looking 
the other way, was a policy decision. But we have yet to hear from 
anybody from the Administration to come before us and to explain 
the rationale for that policy. Whatever the reason, it certainly — and 
I think this is indisputable — facilitated Saddam Hussein’s oppres- 
sion of the Iraqi people and reinforced his hold on power. And we 
should look into the reason why the Security Council, of which we 
are a member, approved at least 70 Oil-for-Food contracts that the 
United Nations warned the Security Council were overpriced. Why 
didn’t the U.S. mission raise objections in these instances? Why? 
And I would submit that we owe it to the American people and 
Iraqi people to provide a full and complete answer. And what kind 
of message does this send? We are willing to look at others and 
scrutinize them, but not review our own actions? 

Additionally, we should investigate why, in February 2003, just 
before the invasion of Iraq, the Administration allowed 14 super- 
tankers filled with millions of barrels of Iraqi oil to sail away under 
the noses of our interdiction effort even after the U.N. directly 
warned the Bush Administration about the operation in time for us 
to stop it. And we should be investigating the findings by the in- 
spector general for Iraq’s reconstruction that the Coalition Provi- 
sional Authority managed to lose track of over $8 billion of Iraqi 
money in a single year. Here we are accusing the U.N. of incom- 
petence and corruption for losing $1.5 billion over 8 years, and we 
cannot account for $8 billion that was in our custody. Maybe be- 
cause, as this photo graphically demonstrates, the Administration 
was handing out Iraqi Oil-for-Food money in cash. In cash. What 
kind of message does that send? If you are a foreign bank that 
keeps good records and are transparent about it, we will look at 
you. But if you are the U.S. Government and doing your business 
in cash, we will give you a pass? 

There are other issues, Mr. Chairman, that we could look into. 
I know you have an interest in what occurred in the aftermath and 
prior to the Oklahoma City bombing. For my part, a couple of 
weeks ago, I sent a letter to you and the Chair of the Full Com- 
mittee about a notorious terrorist, whose name is Luis Posada 
Carriles, responsible for the bombing of a civilian Cuban airliner 
resulting in the deaths of some 73 civilians, and allegedly, he is 
here in the United States, and he is even seeking political asylum. 
Let us have a hearing on that. 

Rather than focus on any oversight of the Government that we 
are actually part of, we are here today to discuss the role of BNP 
Paribas in the Oil-for-Food Program, even though it is anticipated 
in the Volcker Commission’s final report; they will address BNP’s 
conduct. I understand that there are allegations that BNP did not 
fully investigate who they were giving the money to, and they vio- 
lated the terms of their contract. That very well may be the case, 
but I am not a banking expert, which is understandable because 
this is not the Financial Services Committee. But I think it is im- 



56 


portant to keep in mind that all of the contracts that BNP fulfilled 
were reviewed by the 661 Committee. In fact, if BNP was giving 
money to bad people, then we should have known about it because 
of our presence on the Security Council. But having said all that, 
let me conclude by saying, welcome to the witnesses that are testi- 
fying here today. 

Mr. Rohrabacher. This Chairman intends to have a policy of 
permitting the opening statements of the Chair and Ranking Mem- 
ber, but also a very brief, perhaps 1 minute, opening statement. 

Mr. Royce. If Howard did not make an opening statement 

Mr. Rohrabacher. Would you like to make a 1-minute opening 
statement? 

Mr. Berman. Give me 1 minute of thought. 

Mr. Rohrabacher. Mr. Royce for 1 minute and then Mr. Ber- 
man. 

Mr. Royce. One of the reasons this Committee is pursuing BNP 
on this issue is, according to the Independent Inquiry Committee 
for the United Nation’s Oil-for-Food Program chaired by Paul 
Volcker — ^because of opposition by the United States to the choice 
of the Swiss bank, despite the fact that the bank had not been in- 
cluded on the U.N.’s list of qualified banking vendors and not meet- 
ing the U.N. treasurer’s criteria — somehow Banque Nationale de 
Paris was chosen by former Secretary-General Boutros Boutros- 
Ghali. Iraq had shown a preference for this particular bank as the 
bank had been used by the Iraqi Central Bank for its cor- 
responding banking needs in Europe. Despite these deficiencies, 
Banque Nationale de Paris was awarded the contract, and it began 
providing banking services to the United Nations, administering 
the Letters of Credit Program. And the process, complicated as it 
was, necessitated interaction between the companies supplying the 
goods to Iraq and BNP. And it is in this part of the process that 
this Subcommittee is concerned. 

At the Full Committee hearing into BNP’s activities on Novem- 
ber 17 in which we participated as Members of Congress, it was 
disclosed at that time that a company participating in the program, 
Al-Riyadh International Flowers, asked BNP for permission to re- 
assign the proceeds for its payments from the letters of credit to 
an unauthorized third party. East Star Trading. According to the 
contract between BNP and the U.N., this practice was forbidden 
except if the reassignment was made to a financial institution, and 
East Star Trading is not a financial institution. And everyone un- 
derstood that. And BNP conceded that point during the hearing. 
The Committee was told by the U.S. mission to the U.N. that the 
U.N. did not give BNP permission to reassign the proceeds from 
these letters of credit. 

In the hearing on November 17, BNP was unable to provide a 
satisfactory explanation as to why they went ahead with the reas- 
signment. Since that time, the Committee has subpoenaed BNP for 
the documents that detailed these and other deals between Al-Ri- 
yadh International Flowers and East Star Trading in an effort to 
determine why the reassignment occurred, who authorized these 
improper transfers to an unauthorized company, and details involv- 
ing both companies. I think it is important we get to the bottom 
of this. And we can do it if we get cooperation. Frankly, if we are 
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going to clean up the type of corruption that we have seen in pro- 
grams like this, rather than turn a blind eye, I think when we find 
indications of kickbacks of this magnitude, it is important to find 
out who exactly is involved. That is what we are trying to find out. 

Mr. Rohrabacher. Thank you, Mr. Royce, for your focus. 

And Mr. Berman. 

Mr. Berman. Mr. Chairman, I do not have any prepared state- 
ment, but I would like to just reconcile a couple of the points I have 
heard. I certainly do not think there is anything wrong with us re- 
viewing one aspect of the Oil-for-Food Program and having a hear- 
ing and hearing the issues and hearing if there are answers to the 
concerns we have. 

But I do want to say that in the context of creating an appear- 
ance of objectivity, Mr. Delahunt makes, I think, some important 
points. The issue of how two Administrations — one Democratic and 
one Republican — dealt with their review of the contracts on the 661 
Committee — and there are legitimate arguments for why their 
focus was on proliferation issues and perhaps — I mean there are 
arguments that deserve to be heard and there are some good argu- 
ments for why Jordan and Turkey got special treatment, notwith- 
standing the sanctions. Syria, I do not quite understand as well. 
But the notion of at least having that discussion as part of our 
oversight responsibilities, once we are getting into the mess that 
occurred as a result of our very understandable decision — and I 
was a strong supporter of our effort to limit Saddam’s ability to get 
the currency which would allow him to pursue the re-arming of his 
country and, as we thought at the time, a program of weapons of 
mass destruction. So the only thing I would argue for, as you con- 
template scheduling hearings, I think it is appropriate to have the 
Administration come forward and just make the case why they con- 
tinued policies started in the previous Administration regarding 
those countries and what the 661 Committee was doing. And it cre- 
ates a dynamic that says: We are out here wherever the chips fall 
where they may; we are looking at this thing from an evenhanded 
point of view. And we can have that discussion. 

I remember going to Jordan before the Iraq war and hearing Jor- 
dan talk about what the economic consequences of sanctions on 
Iraq were to Jordan. And I can understand that it may not have 
been the right call, but I can also understand the foreign policy 
reasons why you might want to give Jordan some flexibility at that 
particular point given the general role that Jordan was playing in 
terms of its own policies. 

Mr. Rohrabacher. Very wise of you, Mr. Berman. 

Mr. Berman. Let us bring it out and discuss it and check it out. 

Mr. Rohrabacher. Thank you, Mr. Berman. 

And Mr. Wilson. And these are supposed to be 1 minute — little 
thoughts. 

Mr. Wilson. Thank you, Mr. Chairman. 

I just want to restate my appreciation for your leadership. I have 
the highest regard and faith in the integrity and the abilities of 
Congressman IJana Rohrabacher to be our leader. I am particularly 
very hopeful, as we learn about the Oil-for-Food Program and as 
additional articles and media coverage are published and indict- 
ments are made, that all of us will be working together to do all 
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that we can to possibly assist in the recovery of funds as was in- 
tended by the Oil-for-Food Program to benefit the people of Iraq. 

Thank you, Mr. Chairman. 

Mr. Rohrabacher. Several questions were directed toward the 
Chairman in the opening statements, so I thought I would cer- 
tainly answer them before we proceed. 

First of all, Mr. Delahunt, could you tell us who these people are 
again in this picture here? 

Mr. Delahunt. Frank Willis to the left. He is a senior Coalition 
Provisional — sorry, Frank Willis in the middle. 

Mr. Rohrabacher. Who is on the left? 

Mr. Delahunt. Darrell Trent. 

Mr. Rohrabacher. You are not sure who is who? 

Mr. Delahunt. Darrell Trent is in front of the pile of the money 
at some undisclosed location in Iraq in this 2003 photograph pro- 
vided by Willis. 

Mr. Rohrabacher. Somewhere in Iraq in 2003? 

Mr. Delahunt. Right. In Baghdad. 

Mr. Rohrabacher. This is supposed to represent what, in giving 
that away? 

Mr. Delahunt. There is a lot of cash there. 

Mr. Rohrabacher. Is that possibly a stash of cash that was 
found? Is it Saddam Hussein’s cash? Is that possible? 

Mr. Delahunt. It is DFI (Development Fund for Iraq) dollars; 
money that went to the Development Fund for Iraq from the CPA 
(Coalition Provisional Authority). 

Mr. Rohrabacher. That money was shipped from the United 
States to these fellows? 

Mr. Delahunt. No. This money 

Mr. Rohrabacher. You do not know who the guy on the left is, 
but there are some guys standing in Iraq. 

Mr. Delahunt. I would be happy to subpoena them in and have 
a full hearing on it and get their names and find out what hap- 
pened so we begin to discover what happened to the $9 billion that 
the inspector general 

Mr. Rohrabacher. Let me note, being the Chairman of the Com- 
mittee, you certainly are welcome to bring pictures. I do hope that 
next time you will know who they are in the picture and exactly 
where the money came from and all that. I would hope that you 
do not take offense, as we move forward now, having had a chance 
to explain the picture, and take the picture down rather than hav- 
ing it dominate the ambience of the hearing. 

Mr. Delahunt. I have no objection. 

Mr. Rohrabacher. In terms of the other points raised by Mr. 
Delahunt, we will certainly be asking Administration officials to 
come here and to explain the policies that we all should know 
about — what policies they are and whether they deal with Iraq or 
with other areas of the world. I certainly hope that the Administra- 
tion can explain to your satisfaction and my satisfaction why it per- 
mitted certain things to happen. 

In regards to the charges about Jordan and Turkey receiving this 
ability to have oil shipments given to them, we would have to call 
the representatives of the Clinton Administration who thought up 
those policies and established them. We will be glad to ask Sec- 
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retary Albright to come here and explain those to us because they 
were the ones who established the policy that we are talking about. 

This Subcommittee will be happy to invite various expert wit- 
nesses from the past Administration and this Administration to get 
them on the record. This is a very legitimate question — why the 
Clinton Administration came up with this idea of letting Jordan 
and Turkey 

Mr. Delahunt. And Syria. 

Mr. Rohrabacher. Let us find out why President Clinton felt 
that was a good thing to do. I do not believe, as your colleague, Mr. 
Berman, has suggested, that it is wrong for us to look at a very 
specific issue, namely the integrity of the United Nations, at a time 
when we are trying to determine what America’s long-term rela- 
tionship is going to be and how much trust we will have in the 
United Nations. 

The American people faced a choice during the last election be- 
tween two groups of people politically advocating how much or how 
little we are going to rely on multilateral organizations like the 
United Nations in order to protect our interests and protect the in- 
terest of freedom in the world. It is totally within that context to 
try to find out information for the American people to make their 
own decisions as to the integrity of a project that was run by the 
United Nations. 

This project, let me note, exemplified the strategy that I heard 
being advocated during the last Presidential election — let us not 
use force, let us go through a multilateral organization and try to 
put pressure on people rather than using military force. If we have 
an example of that, the Oil-for-Food Program, in front of us, it 
makes it very relevant for us to determine whether or not — and 
focus on this specific issue until we move on to another — the 
United Nations was capable of doing this and would be thus capa- 
ble in the future of involving itself in this type of program dealing 
with billions of dollars and pressures, international pressures com- 
ing at them from all sides. It does not appear to me at this point 
that the United Nations has passed its test, but let us get into it 
and ask for the details. 

Mr. Schenk. 

Mr. Berman. Would the gentleman yield on that point? 

Mr. Rohrabacher. If we could get to the testimony now. 

But yes, I yield to you for 1 minute. 

Mr. Berman. Oil-for-Food was not an effort to put pressure on 
Iraq. Multilateral sanctions at the end of the Gulf War were the 
effort to put pressure on Iraq. Oil-for-Food was the program that 
was put in place when some people were arguing that the sanctions 
on Iraq were causing a great deal of suffering. 

Mr. Rohrabacher. The Oil-for-Food Program was designed spe- 
cifically to make the sanctions on Iraq work in a way that would 
not cause collateral damage among the people of Iraq, children, 
women, et cetera. 

Anyway, with that said, Mr. Schenk, you were a witness here be- 
fore and let me commend you for coming back. Let me commend 
you for your testimony before, even though, as I say, some of the 
things we found out since have caused some questions. We want 
to ask further questions of you, but we do appreciate the fact that 
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you were willing to testify and that you are here and you have 
brought some experts with you to make sure that, if we ask some 
questions, that you will be able to adequately answer all the ques- 
tions. So we appreciate that and if you can summarize somewhat, 
but I am not going to leave you to one time period because you 
ought to express your testimony and give your case fully. You may 
proceed. 

STATEMENT OF MR. EVERETT SCHENK, CHIEF EXECUTIVE 
OFFICER, BNP-PARIBAS SA OF NORTH AMERICA 

Mr. Schenk. Thank you. Chairman Rohrabacher, Congressman 
Delahunt. 

My name is Everett Schenk and since May 2000, I have been 
CEO of BNP Paribas’ North American Corporate Investment Bank- 
ing Operations. You did appropriately introduce my colleagues. But 
as it is one of my privileges to introduce my colleagues, I will do 
it for BNP. Patricia Herbert, to my left, is head of our Banking Op- 
erations activities. New York branch. William Vassallo, to her left, 
is a Director of Corporate Banking Operations. And to my right is 
Harold Lehmann, who, prior to October 2001, supervised the 
bank’s processing of Oil-for-Food Program letters of credit. Harold 
is no longer an employee at the bank and is, in fact, a fifth-grade 
teacher in New Jersey. And we thank him for joining us. I have 
provided a full opening statement, which includes much back- 
ground information for the record, and I have a shorter oral state- 
ment, but it is along the same lines. 

Mr. Rohrabacher. You may proceed. And your full statement 
will be made part of the record. 

Mr. Schenk. From the program’s inception, it was contemplated 
that the Humanitarian Letter of Credit beneficiaries might well 
need financing in connection with their U.N. -approved trans- 
actions. Beneficiaries were therefore permitted under the Oil-for- 
Food Program to assign proceeds under their letters of credit to se- 
cure financing to obtain required items. An assignment of proceeds 
is a traditional means of securing such financing and commonly 
takes various forms. These include an assignment to a bank to ob- 
tain a direct cash loan from which the beneficiary can pay its sup- 
plier, or an assignment to a bank making funds available to the 
supplier, or an assignment to the supplier providing financing to 
the beneficiary in the form of goods supplied on open account. 

When I appeared before the Full Committee last November, 
questions were raised about a Humanitarian Letter of Credit that 
had been issued to a U.N.-approved beneficiary, named Al-Riyadh 
International Flowers Company, where it appeared that several 
payments had been made at the request of the beneficiary to an en- 
tity named East Star Trading Company. At that time, having no 
advance notice from the Committee that it was interested in those 
payments, the bank had not the time to fully prepare to address 
that issue on that occasion. 

Since then, however, and in response to the Committee’s inquir- 
ies in these regards, the bank has been engaged in a comprehen- 
sive review of approximately 54,000 payments that were made pur- 
suant to Humanitarian Letters of Credit issued under the program 
utilizing a systematic approach that has required the expenditure 
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of approximately 8,000 man hours. As a result of that process, 
which is ongoing, we have considerably more information today 
than we did in November about payments that were made to cer- 
tain persons other than the letter of credit beneficiaries. 

As you know, we have shared that information with the Com- 
mittee in the form of an interim report that was prepared specifi- 
cally for the Committee’s use in anticipation of this hearing. Let 
me say at the outset that nothing in our investigation to date has 
led us to believe that any letter of credit proceeds that were as- 
signed or paid to anyone other than a bank making loans directly 
to the beneficiaries were causally related to any corruption which 
may have occurred in the Oil-for-Food Program. But we have 
found, in the course of processing assignments and payments, some 
mistakes were made. Although mistakes are perhaps inevitable in 
the context of a program of this magnitude, they should not have 
occurred. We certainly appreciate the Committee’s concerns regard- 
ing the handling of the Humanitarian Letter of Credit transactions 
and hope that the Committee will find our interim report and testi- 
mony helpful in addressing the issues that were raised here at the 
last hearing. 

To return then to the subject of East Star, we understand that 
East Star is an affiliate of a large international export group called 
Pacific InterLink that was incorporated in Malaysia in 1988. Pa- 
cific InterLink exports a wide variety of goods from the Far East 
to the Middle East to Africa and Europe. Pacific InterLink and 
seven of its affiliates were awarded numerous U.N.-approved hu- 
manitarian supply contracts in almost every phase of the program, 
totaling approximately $270 million in value. East Star was a sup- 
plier to Al-Riyadh and a number of other Humanitarian Letter of 
Credit beneficiaries under the program. 

We understand that these beneficiaries typically assigned a sub- 
stantial portion of the proceeds they are entitled to receive under 
their letters of credit to a financing facility that a major inter- 
national banking institution had extended to East Star. The financ- 
ing facility enabled East Star to carry out its supply obligations to 
the beneficiaries. For those unfamiliar with trade finance practices, 
a financing facility is a common arrangement under which a bank 
extends a revolving line of credit to a borrower through an account 
that permits the borrower to draw a specified maximum loan 
amount. As funds are deposited back into such account, they are 
applied by the financing bank to reduce the outstanding balance 
and thus repay the loan. So when the letter of credit proceeds were 
paid to East Star’s financing bank, we understand that these pay- 
ments would have served in the first instance to repay the bank 
for the loans it had made to finance the underlying U.N. -approved 
goods transactions. 

I will say more in a moment how such payments comported with 
the procedures that the bank had put in place for processing of 
payments and the payments for the Oil-for-Food Program. But I 
want to emphasize, as I noted earlier, that financing arrangements 
such as these are commonplace in the world of trade finance and 
are entirely legal and integral to the free flow of goods in the global 
marketplace. 



62 


The bank’s review identified comparable financing arrangements 
involving other suppliers to the beneficiaries of Humanitarian Let- 
ters of Credit, including, in particular, a financing facility main- 
tained at another large international bank by a major supplier of 
goods named A1 Douh Jordanian Establishment. Significantly, a 
number of A1 Douh affiliates were U.N.-approved suppliers of ap- 
proximately $88 million worth of goods under U.N. -approved con- 
tracts throughout the various phases of the program. As with East 
Star, letter of credit beneficiaries assigned proceeds to the financ- 
ing facility maintained by A1 Douh, which in the first instance 
would have been available to repay the bank for financing it pro- 
vided for the underlying U.N. -approved humanitarian goods trans- 
actions. 

As I already indicated, the review that the bank has undertaken 
is ongoing. We expect to provide this Committee with a final report 
of our findings when it is completed, but to date there has been no 
indication that any so-called third party payment has served as a 
means to corrupt the Oil-for-Food Program. That is not to say, how- 
ever, that these payments, while totally consistent within normal 
trade finance practice, were also consistent with the procedures 
which the bank had put in place for processing letters of credit 
under the program. Under the bank’s contract with the U.N., bene- 
ficiaries of Humanitarian Letters of Credit were permitted to as- 
sign proceeds of those credits, but only to a bank providing financ- 
ing for the underlying transaction. It is far from clear, however, 
whether the contract meant to further limit assignments only to a 
bank providing such financing directly to the beneficiary and to 
foreclose such financing if it was provided by a bank through the 
beneficiary’s supplier. 

In any event, as its operational procedures evolved, the New 
York branch of BNP and then BNP Paribas took a conservative ap- 
proach in deciding that assignments of proceeds as a general mat- 
ter should be limited to banks providing financing directly to the 
letter of credit beneficiaries. 

As I said earlier, our review has identified some instances re- 
flected in our interim report in which assignments or payments 
were made to persons other than beneficiaries or banks making di- 
rect loans to them contrary to the bank’s procedures. Based upon 
the review we have conducted to date, the bank has determined 
that in some — ^but by no means all — of these instances the informa- 
tion that was available to the letter of credit processing personnel 
at the time would have indicated the possibility that the assign- 
ments or payments were being made to financing facilities ex- 
tended by banks to suppliers rather than to the beneficiaries them- 
selves. The bank has determined that, in these instances, the proc- 
essing of those assignments or payments constituted avoidable er- 
rors. 

Although the bank did take steps over the course of the program 
to enhance management, strengthen, and reinforce its policies and 
procedures for processing letters of credit under the program, we 
believe, with the benefit of hindsight, that still more should have 
been done. In particular, numerous clerical employees had to be 
hired on extremely short notice to deal with the sudden sharp up- 
surge in the volume and complexity of the humanitarian supply 
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contracts that occurred in the 1999-2000 time frame, greatly com- 
plicating the processing of letters of credit. Better training of these 
employees could have minimized the incidence of such assignments 
and payments. In addition, enhanced monitoring of the perform- 
ance of those employees could have resulted in corrective actions 
being taken that further could have reduced their incidence. Still, 
to evaluate these assignments and payments properly, we believe 
a number of observations are in order. 

I would first begin by observing that the beneficiaries in the 
transactions involving assignments all made representations to 
BNP Paribas that they were assigning proceeds to banks that were 
providing them with financing for those transactions; and, second, 
that the banks providing the financings and the transactions in- 
volving assignments that I described earlier confirmed this on a 
number of occasions. 

In fact, the assignment of proceeds in the transactions I de- 
scribed earlier were in favor of banks, and we understand that the 
payments that were made under those assignments would have 
served in the first instance to repay the banks for the financing 
they made available to the underlying U.N.-approved transactions. 

Moreover, the fact that the financing banks in those transactions, 
which are large international institutions, evidently were com- 
fortable stating on various occasions that they were providing fi- 
nancing for the transaction to the beneficiary, albeit through the 
supplier, underscores the fact that this distinction is, at best, one 
of form. 

It is also worth noting that any legal claims with respect to the 
proceeds that have been assigned in these circumstances would 
have belonged to the financing banks that were designated as pay- 
ees and not to the suppliers to which the financing had been ex- 
tended. 

Another point I would like to make is that assignments of this 
type that I have described are legitimate commercial arrange- 
ments, quite apart from any limitations that may have existed 
under the procedures adopted by the bank for processing Humani- 
tarian Letters of Credit under the program. 

Furthermore, the bank has not identified any instance where a 
letter of credit itself along with its corresponding obligations was 
transferred or assigned by a beneficiary to a third party in viola- 
tion of the Banking Services Agreement. 

The Committee also should be aware that the bank is in posses- 
sion of a notice of arrival with respect to the goods that are the 
basis for 100 percent of the payments we are addressing here 
today. 

It is also highly significant as well that the suppliers who were 
involved in a substantial majority of the dollar value of the trans- 
actions to which I referred earlier were either directly, or through 
their affiliates, U.N. -approved beneficiaries under other Humani- 
tarian Letters of Credit worth hundreds of millions of dollars. Nor 
should we lose sight of the fact that where the proceeds of a letter 
of credit are paid directly to a beneficiary, the beneficiary is free 
to use some of those proceeds to repay any bank that provided fi- 
nancing for the transaction, whether the funds were advanced by 
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the bank to the beneficiary or the supplier, or to pay a supplier di- 
rectly or to pay others. 

I would call the Committee’s attention to the fact that even today 
none of the so-called third parties that have been identified ap- 
pears on the United States Department of Treasury Office of For- 
eign Asset Control’s List of Specially Designated Nationals. 

Finally, and most important, I want to emphasize again that the 
bank has seen no indication that any assignment of proceeds or 
payment to any so-called third party is causally linked to any cor- 
ruption that may have occurred in connection with the Oil-for-Food 
Program. 

In closing, I would reiterate that, in order to be fully responsive 
to the Committee’s inquiries, the bank is continuing its review and 
that it intends to provide this Committee with a final report at the 
conclusion of this process, just as it did on an interim basis here, 
to assist the Committee in its own assessment of this matter. 

I am going to deviate from my text for 1 minute. And I listened 
very carefully to the opening remarks, Mr. Chairman, and I am 
sure that we are going to address a number of the issues which you 
raised. But I can’t let go of one comment that you made, and that 
was a question about whether the bank cared about its investors. 
That is a comment that I can’t let stand in this kind of a public 
forum. And today I want to assure you that the bank has exercised 
in good faith all of the responsibilities that it has under this con- 
tract and all of its other activities that we engage in, and that we 
are a bank in good standing not only in the United States but in 
all the jurisdictions in which we operate, which is over 80 countries 
around the world. And we take very seriously our obligations, and 
we think very carefully about those. 

I would also like to make a comment to Mr. Royce. Congressman 
Royce, you suggested that one of the ways to proceed here is if we 
get cooperation, and I want to assure you and this Committee that 
BNP Paribas will continue to cooperate in this investigation, and 
we are pursuing our investigation such that we can complete this 
and provide you with additional information. 

So, at this point my colleagues and I, I guess, would be pleased 
to respond as best we can at this stage in the process to any ques- 
tions the Committee may have. Thank you. 

[The prepared statement of Mr. Schenk follows:] 
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BEFORE THE HOUSE INTERNATIONAL RELATIONS COMMITTEE 
SUBCOMMITTEE ON OVERSIGHT AND INVESTIGATIONS 
APRII, 28, 2005 


STATEMENT OF EVERETT SCHENK, 
CHIEF EXECUTIVE OFFICER, 
BNP PARIBAS - NORTH AMERICA 


Chairman Rolirabacher, Congressman Delahunt, M embers of the 
Committee, my name is Everett Schenk. Since May 2000, 1 have served as CEO of 
North American Corporate and Investment Banking Operations for BNP Paribas. With 
me today are Patricia Herbert, the head of Banking Operation.s for the Bank's New York 
branch; William Vassallo, a Director of Corporate Banking Operations for the New York 
branch; and Harold Lehmann, who prior to October 2001 .supervised the Batik's 
processing of Oil-For-Food Program letters of credit. 

BNP Paribas has over 10,000 employees in the United States. In my 
capacity as CEO, and since 2000, 1 have been responsible, among other things, for 
overseeing the New York branch of the Bank, which has provided certain banking 
services to the United Nations in connection with the Oil-For-Food Program pur.suant to a 
Banking Seivices Agreement with the UN. 

By way of background, the Oil-For-Food Program was created tlrrotigh a 
unanimous resolution of the Security Council of the United Natioms ("UN") with the 
principal objective of alleviating the suffering of the Iraqi people by providing 
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humanitiiriaii goods to Iraq under contracts approved by tlie so-called "661 Conimittee" 
or "Sanctions Committee" of the UN Security Council- To that end, the 661 Committee 
authorized specified contractors to furnish approved goods to Iraq. Once a contract had 
been authorized by the 66 1 Committee, the UN directed its bank - the New Y ork branch 
of Banque Nationale de Paris and later BNP Paribas - to issue a letter of credit naming 
the contractor as the beneficiary, thereby providing assurance that the beneficiary would 
receive payment under the contract upon delivery' of the approved goods to Iraq and 
presentation of the required documents. 

Althougli the Program was expected to be short-lived, it was renewed on 
twelve separate occasions, each for a six month period, and lasted for some six and one- 
half years. In the 1999-2000 time- frame, the Program underwent explosive growth due 
to the decision of the 661 Committee to greatly expand the goods that were permitted to 
be delivered under the Program. With this decision, the sheer volume of the letters of 
credit that the Bank was required to issue and process skyrocketed. The proce,ssing of 
these letters of credit became a much more complicated and challenging task, not only 
because of this increase in volume, but also because the transactions themselves were 
considerably more complex due to the wide range of the goods that were being approved 
under tlie Program by the 661 Committee, and the greatly increased geographical 
diversity of the approved suppliers. 

From the Program's inception, it was contemplated that humanitarian letter 
of credit beneficiaries might well need financing in connection with their UN-aitproved 
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transactions. Beneficiaries therefore were permitted under the Oil-For-Food Progi am to 
assign proceeds under their letters of credit to secure bank financing to obtain the 
required items. An assignment of proceeds is a traditional means of securing such 
financing, and commonly takes various forms. These include an assignment to a bank to 
obtain a direct cash loan from which the beneficiary can pay its supplier; or an 
assignment to a bank making funds available to the supplier; or an assignment to the 
supplier providing financing to the beneficiary in the form of goods supplied on open 
account, 


When I appeared before the full Committee last November, questions 
were raised about a humanitarian letter of credit that had been issued to a UN-approved 
beneficiary named Al Riyadh International Flowers Company, where it appeared that 
several payments had been made at the request of the beneficiary to an entity named East 
Star Trading Company, Having had no advance notice from the Committee that it was 
interested in those payments, the Bank had not had lime to fully prepare to address the 
i,s.sue on that occasion. 

Since then, however, and in response to the Committee's inquiries in these 
regards, the Bank has been engaged in a comprehensive review of the approximately 
54,000 payments that were made pursuant to humanitarian letters of credit issued under 
the Program, utilizing a systematic approach that so far has required the expenditure of 
approximately 8,000 man-hours. As a result of that process, which is ongoing, we have 
considerably more information today than we did in November about payments that were 
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made to certain persons other than the letter of credit beneficiaries. As you know, we 
have shared tliat infonnation with the Committee in the form of an Interim Report that 
was prepared specifically for the Committee's use in anticipation of this hearing. 

1 would like to return in a minute to the subject of East Star. But before I 
do, let me say at the outset that nothing in our investigation to date has led us to believe 
that any letter of credit proceeds that were assigned or paid to anyone other than a bank 
making loans directly to beneficiaries were causally related to any corruption which may 
have occurred in the Oil-For-Food Program. 

Further, let me say that we have found that in the course of processing 
assignments and payments, some mistakes were made. Although mistakes are perhaps 
inevitable in the context of a Program that required the processing of approximately 
54,000 payments under approximately 20,000 letters of credit and 32,000 amendments 
involving an estimated 5 million pages of documents, they still should not have occiin-ed. 
We certainly appreciate the Committee's concerns regarding tlie handling of the 
humanitarian letter of credit transactions, and hope that the Committee will find our 
testimony helpful in addressing the issues that were raised at the last hearing. 

To retvun then to the subject of East Star. We understand that East Star is 
an affiliate of a large international export group called Pacific Inter-Link that was 
incorporated in Malaysia in 1988. Pacific Inter-Link exports a wide array of foodstuffs, 
pharmaceuticals, building materials and other consumer products from the Far East to the 
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Middle East, Africa and Europe. Pacific Inter-Link and seven of its affiliates were 
awarded numerous UN-approved humanitarian supply contracts in almost every phase of 
the Oil-For-Food Program, totaling approximately $270 million in value. East Star was a 
supplier of goods to A1 Riyadh and a number of other humanitarian letter of credit 
beneficiaries under the Program. 

We understand that these beneficiaries typically assigned a substantial 
portion of the proceeds they were entitled to receive under their letters of credit to a 
financing facility that a major international banking institution had extended to East Star. 
That financing facility enabled East Star to carry out its supply obligations to the 
beneficiaries. For those unfamiliar with trade finance practices, a financing facility is a 
common arrangement under which a bank extends a revolving line of credit to a borrower 
through an account that permits the borrower to draw a specified maximum loan amount. 
Ordinarily, as funds are deposited back into the account to repay the loan, an equal 
lUTiount can be bonowed again. So when letter of credit proceeds were paid into the 
account at that major bank, we imderstand that those payments would have served in the 
first instance to repay that bank for the loans it had made to finance the underlying UN- 
approved hiunanitarian goods transactions, rather than to pay East Star for the goods 
themselves. 


I will say more in a moment about how such payments comported with tlie 
procedures that the Bank had put in place for processing assigmnents of proceeds and 
payments under Oil-For-Food Program humanitarian letters of credit. But I want to 
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emphasize, as I noted earlier, that financing arrangements such as these are commonplace 
in the world of trade finance and are entirely legal and integral to the free flow of goods 
in the global marketplace. 

The Bank’s review identified comparable financing arrangements 
involving other suppliers to beneficiaries of humanitarian letters of credit under the Oil- 
For-Food Program, including in particular a financing facility maintained at another large 
international bank by another major supplier of goods named A1 Douh Jordanian 
Establishment. Significantly, a number of A1 Douh affiliates were UN-approved 
suppliers of approximately $88 million worth of goods under UN-approved humanitarian 
supply contracts throughout the various phases of the Program. As with .bast Star, letter 
of credit beneficiaries assigned proceeds to the financing facility maintained by A1 Douh, 
which in file first instance would have been available to repay the bank for financing it 
provided for the underlying UN-approved humanitarian goods transactions rather than to 
pay A1 Douh for the goods themselves. 

As I already have indicated, the review that the Bank has midertaken is 
ongoing, and we expect to provide this Committee with a final report of our findings 
when it has been completed. But to date, there has been no indication that any so-called 
’’tliird party payment" has serened as a means to corrupt the Oil-For-Food Program. 


That is not to say, however, that these payments, while totally consistent 


with normal trade finance practice, were also consistent with the procedures the Bank had 
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put in place for proc essing letters of credit under the Program. As I remarked at the 
outset, financing is integral to the movement of goods contemplated by the humanitarian 
side of the Program, and assignments of letter of credit proceeds are the logical means to 


assist in securing such financing, regardless of the form the financing might take. 


The Banking Services Agreement contains an ambiguous provision that 
seems to speak to this issue as follows; 


The Central Bank of Iraq will forward to the Bank requests from 
the appropriate Iraqi Government entities to open irrevocable, non- 
transferable, non-assignable {except to the supplier’s bank for the 
repayment of financing for the purchase of the humanitarian supplies) 
[letters of credit] for the account of the Iraqi purchaser in favour of the 
supplier. 


While it is clear that this provision was intended to exclude assignments of proceeds to 
anyone other than a bank providing financing for the underlying UN-approved 
humanitarian goods transaction, it is far from clear whetlier it wa,s meant to further limit 
assignments only to a bank providing such financing directly to the beneficiary, and to 
foreclose such financing if it was provided by abank through the beneficiary’s supplier. 
In any event, as its operational procedures evolved, the New York branch of BNP and 
then BNP Paribas took a conserv'ative approach in deciding that assigmnents of proceeds 
as a general matter should be limited to banks providing financing directly to letter of 
credit beneficiaries. 
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As 1 said earlier, oiir review has identified some instances, reflected in oiir 
Interim Report, in which assignments or payments were made to persons other than 
beneficiaries or banks making direct loans to them, contrary to the Bank's procedures. 
Based upon the review we have conducted to date, the Bank has determined that in some, 
but by no means all, of those instances, the information that was available to the letter of 
credit processing personnel at the time would have indicated the possibility that the 
assignments or payments were being made to financing facilities extended by barks to 
suppliers, ratlier thai to the heneficiaries themselves. The Bank has detennined that, in 
these instances, the processing of those assignments or payments constituted avoidable 
errors, 


Although the Bank did take steps over the course of the Program to 
enhance management and strengthen and reinforce its policies and procedures for 
processing letters of credit under the Program, we believe, with the benefit of hindsight, 
that still more should have been done. In particular, better training of the numerous 
temporary clerical employees that had to be hired on extremely short notice to deal with 
the sudden, sharp upsurge in the volume and complexity of humanitarian supply contracts 
to which I referred earlier, could have minimized the incidence of such payments. In 
addition, enhanced monitoring of the performance of those employees could have 
resulted in corrective actions being taken that further could have reduced the incidence of 
such mistakes. 
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Still, to evaluate these assignments and payments properly, we believe a 
number of observ’ations are in order: 

• I would begin by observing first, that the beneficiaries in the 

transactions involving assignments all made representations to BNP 
Paribas that they were assigning proceeds to banks that were providing 
them with financing for those transactions; and second, that the banks 
providing the financing in the transactions involving assignments that I 
described earlier confirmed tins on a number of occasions. 

o In fact, the assignments of proceeds in the transactions I 
described earlier were in favor of banks; and we understand 
that the payments that were made imder those assignments 
would have served in the first instance to repay the banks for 
the financing they made available for underlying UN-approved 
humanitarian goods transactions. 

o Moreover, the fact that the financing banks, which are large 
international institutions, evidently were comfortable stating on 
various occasions that they were providing financing for the 
transaction to the beneficiary, albeit through the supplier, 
underscores the fact that this distinction is at best one of form . 
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o It also is worth noting that any legal claims with respect to the 
proceeds that had been assigned in these circumstances would 
have belonged to the financing banks that were designated as 
the payees, and not to the suppliers to which the financing had 
been extended. 

• Another point I would like to make is that assignments of the type I 
have described are legitimate commercial arrangements, quite apiirt 
from any limitations that may have existed imder the procedures 
adopted by the Bank for processing humanitarian letters of credit 
under the Oil-For-Food Program. 

• Furthermore, the Bank has not identified any instance where a letter of 
credit itself, along with its corresponding obligations, was transfeixed 
or assigned by a beneficiary to a third party in violation of the Banking 
Services Agreement. 

• The Committee also should be aware that the Bank is in possession of 
a notice of arrival with respect to the goods that are the basis for each 
of the payments we are addressing here today. 

• It is highly significant as well that the suppliers who were involved in 
the substantial majority of the dollar value of tlie transactions to which 
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I referred earlier were, either directlj' or through their affiliates, UN- 
approved beneficiaries under other huinanitarian letters of credit worth 
hundreds of millions of dollars. 

• Nor should we lose sight of the fact that where the proceeds of a letter 
of credit are paid directly to a beneficiary, the beneficiary is free to use 
some or all o f those proceeds to repay any bank that provided 
financing for the transaction, whether the funds were advanced by tliat 
bank to the beneficiary or its supplier; or to pay its supplier directly; or 
to pay others. 

• I would call the Committee's attention to the fact that, even today, 
none of the so-called "third parties" that have been identified appears 
on the United States Department of Treasury Office of Foreign Asset 
Control's List of Specially Designated Nationals. 

Finally, and most importantly, 1 want to emphasize again that the Bank has seen no 
indication that any assignment of proceeds or payment to any so-called "third party" is 
causally linked to any corruption that may have occurred in connection with the Oil-For- 
Food Program. 


In closing, I would reiterate that in order to be fully responsive to the 
Committee's inquiries, the Bank is continuing its review; and that it intends to provide 
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this Committee with a final report at the conclusion of that process, just as it did on an 
interim basis here, to assist the Committee further in its own assessment of this matter. 
My colleagues and I w'ouid be pleased to respond as best we can at this stage of the 
process to any questions the Committee may have. Thank you. 
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Mr. Rohrabacher. Well, thank you very much, Mr. Schenk, and 
let me just note that your bank has been fully cooperative and they 
are very lucky to have a spokesman like yourself who can present 
a case like this to Members of Congress, and we appreciate you 
being here. 

With that said, we do have some pointed questions to throw in 
your direction. Of course the number one question, which you ad- 
mitted in your testimony, is that making payments to third parties 
was obviously not consistent with the program as agreed to by the 
United Nations and as part of your contract. Why, then, did your 
bank decide to go ahead with it? I know that something may be a 
standard practice, but if it is not within the agreement that you 
reached with someone, why would you then go right ahead and do 
it? 

Mr. Schenk. As I referred to in my opening remarks, we have 
operated in good faith in our understanding of that agreement. 
While I am not an attorney and certainly not an expert in contract 
law, the contract is ambiguous on this point. I am knowledgeable 
about the bank’s procedures and can tell you that we put in proce- 
dures that we believe were designed to ensure compliance, and in 
some instances these procedures were not adhered to. These depar- 
tures should not have occurred. I am sorry that they did. I am per- 
sonally disappointed that they did. However, we do not believe that 
any of these departures from procedures that we have identified to 
date have caused or contributed to any corruption under the pro- 
gram. 

Mr. Rohrabacher. Now, we do understand that when you are 
talking about what is common practice for a bank in dealing with 
regular business, but when you are dealing with something as su- 
percharged as the Oil-for-Food Program, something dealing with 
the powers, the international power plays that are going on here, 
the regular rules don’t apply. This is not just a regular program 
and this is not just a regular client. This is something that is ex- 
traordinary. Your bank did not really take the time and effort to 
get the approval of just, let us say, veering off of the agreement 
that you had. You say it is ambiguous. But it would seem to me 
that with something as highly charged as this you wouldn’t want 
to move forward operating with ambiguity. 

I guess I would put it this way. Didn’t Harold Lehmann, who 
was working for your bank at the time, sign off on some of these 
payments? So this was done intentionally? 

Mr. Schenk. Well, the answer is that, based on the procedures 
that we had put in place, we believe that an assignment of pro- 
ceeds was appropriate in some instances where we had what we 
thought was evidence of supplier financing arrangements. Those — 
they were agreed to. 

Mr. Rohrabacher. Who was it that approved that? 

Mr. Schenk. In this case — maybe I will pass it over to Harold. 

Mr. Rohrabacher. Who was it that approved, to begin with, the 
whole idea of making these third-party payments? 

Mr. Lehmann. Well, the assignment of proceeds were allowed 
under the program. 

Mr. Rohrabacher. Well, we just heard that that was ambiguous. 
Did you have a law firm then clarify it? 
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Mr. Schenk. I am sorry. Maybe my comments were not clear. It 
is very clear under the program that assignment for proceeds are 
permitted. 

Mr. Rohrabacher. To third party people or to financial institu- 
tions? 

Mr. Schenk. Assignment of proceeds directly to a bank pro- 
viding — to a bank providing financing to the beneficiaries. 

Mr. Rohrabacher. But this was definitely not within that pa- 
rameter? 

Mr. Schenk. No, but the contract — and here again I qualify re- 
marks by saying I am not an attorney, I am not a contract spe- 
cialist. But it specifically — it appears to be ambiguous as it relates 
to third-party 

Mr. Rohrabacher. Well, if it does, what law firm or what lawyer 
in your institution then signed off on this? Would you have a docu- 
ment that indicates that you had legal opinion that suggested that 
that is the direction you could go? 

Mr. Schenk. I am not particularly aware of that. I think it is 
worthwhile, and I would like to take a moment to remind the Com- 
mittee about what the bank has done as part of its investigation 
to identify these third-party payments. 

Mr. Rohrabacher. Before you go into that, I mean, because I 
would like to not be taken off just yet. But we will give you plenty 
of time to express the fact that your bank is bending over back- 
wards to try to find out all the information and to try to lay out 
the scenario as you see the honest scenario to be. 

This East Star, who is East Star? Who is it? Could you give me 
a few names on who owns this company and, you know, they are 
a subsidiary of Pacific InterLink, which again has the right to do 
all of these other things. But East Star itself is its own company. 
Who owns East Star? Who runs it? Who is the President of East 
Star? 

Mr. Schenk. I have to refer here to documents. We have outlined 
in attachment 2, the interim report that we have provided you, a 
description of East Star as we understand it. In that report it de- 
scribes East Star as being incorporated as an affiliate of InterLink. 
East Star was incorporated in the Cayman Islands in 1990. 

Mr. Rohrabacher. Incorporated in the Cayman Islands in 1990. 

Mr. Schenk. That is what we have entered into the record. 

Mr. Rohrabacher. So we have billions of dollars in this Oil-for- 
Food Program, and there is all this money flowing — not billions of 
dollars — but there is all this money we are talking about today 
flowing to a company that you just know was formed in the Cay- 
man Islands in the 1990s? 

Mr. Schenk. I hate to go back to a point which we discussed in 
the first hearing, but I do have to emphasize at this moment in 
time that our client in the Oil-for-Food Program was the U.N. 

Mr. Rohrabacher. Right. 

Mr. Schenk. And, under the U.N., under the 661 Committee, 
these contracts were approved. 

Mr. Rohrabacher. The payments to East Star? 

Mr. Schenk. Well, we do know that East Star or its affiliates 
were approved beneficiaries under the program in various phases 
in the program. 



79 


Mr. Rohrabacher. Were they approved as a recipient for third- 
party payments? 

Mr. Schenk. East Star or its affiliates were approved as a direct 
beneficiary. So I am just saying at one point in this program these 
names have been approved as a direct beneficiary under various 
phases of the program. 

Mr. Rohrabacher. They are a 

Mr. Schenk. So the 661 Committee did in fact approve East Star 
or its affiliates in various phases of the program. And when I 
misspeak 

Mr. Rohrabacher. This is very murky. This is incredibly murky. 

Mr. Delahunt. Let him answer the question. 

Mr. Rohrabacher. I am trying to figure out here who East Star 
is. 

You are telling me these things were approved, but not for East 
Star; it was approved for the company to which East Star was a 
subsidiary of And what you know about East Star is only that it 
was a company that is incorporated down in the Cayman Islands? 

Mr. Schenk. We provided some detail about East Star and its af- 
filiates in the documents, and I would refer the Committee to those 
documents. What I am trying to mention is that, in the nature of 
our relationship from a — if you want, from a KYC (Know Your Cus- 
tomer) point of view, our customer was the United Nations. On 
that basis, we relied on the contracts that were approved by the 
United Nations by the 661 Committee. As part of that there are 
procedures in place which allow the beneficiary under an assign- 
ment of proceeds to pay a bank through a bank that may have pro- 
vided financing. It also 

Mr. Rohrabacher. This is not a bank that you are paying it to? 

Mr. Schenk. We are paying the payments that have been made, 
in the case of East Star, through a bank. What we have discovered, 
based on our investigations — so I am not going to claim to you at 
the time we made them that we knew this — is that financing ar- 
rangements existed for East Star through major international 
banks, the names of which I think we have provided in the interim 
report, which confirm that there were financing arrangements and 
facilities in place for East Star as a supplier to the beneficiary. It 
is also a representation on our part that East Star or its affiliates 
were also approved beneficiaries under the letter of credit program 
through various phases of the program. 

Mr. Rohrabacher. You don’t know who owns East Star? Who is 
Commodities House Investment, Incorporated? Apparently, it owns 
100 percent of East Star. Wait a minute. East Star and Pacific 
InterLink are both owned by Commodities House. Who is that? 

Mr. Schenk. I guess — the extent of our knowledge at this point 
in terms of the ownership of East Star is outlined in our attach- 
ments here. And what we have done here for this Committee is, we 
have identified those situations where third-party payments may 
have been made. 

As it relates to the third-party payments that we have been able 
to investigate at this moment in time — and you referred in your 
opening remarks to some 80 transactions, I think, which are left 
to be investigated, that represents another 25 companies. Not 80 
companies, but 25 companies. And of the investigation that we 



80 


have done at this point involving East Star, A1 Douh, and another 
operation called Talfeet, we are aware that financing facilities were 
in place through banks, and that we believe that the payments that 
we made through those banks for the credit of East Star were re- 
lated to a financing facility that was in place for East Star at that 
financial institution. 

Mr. Rohrabacher. But you have already admitted that this was 
not specifically within the guidelines that you were supposed to be 
operating and that you felt there was some ambiguity there. 

Mr. Schenk. We set up a procedure so — and as our procedures 
evolved — that a third-party financing arrangement would not 
occur. We had some exceptions to that procedure. We have identi- 
fied those exceptions as of this moment. 

You know, I think one of the difficulties here, at a fundamental 
level, is that we have relied heavily on the U.N. as our client and 
the 661 Committee associated with the client — the beneficiaries of 
financing arrangements that were put in place. At this point — and 
it is a matter of contract interpretation, and my comment stands 
that I am not an attorney or contract specialist — there is ambiguity 
about this. But we are aware, based on our review, that supplier 
financing arrangements, you know 

Mr. Rohrabacher. I would like to see the document from your 
company. If you could, we would like to see the internal document 
in which you ask your legal counsel about that issue so that you 
could present it to the Committee. Obviously if you decided to move 
forward even though there was an ambiguity, you had a legal deci- 
sion within your company. Or, you could determine that that was 
made by nonlegal counsel, and you could show us that document 
as well, as to who made that decision to move forward even though 
it is clearly an ambiguous situation. 

[Note: The information referred to was not received by the Sub- 
committee prior to printing.] 

Mr. Rohrabacher. I have so many questions, but we do have to 
move on. With respect to Al-Riyadh International Flowers, are you 
aware that it has been charged that this company was actually re- 
ceiving a 20 percent overpayment for the humanitarian supplies 
that they provided to the Oil-for-Food Program? 

Mr. Schenk. Actually, right now I am trying to remember. It 
was brought to my attention that one of the beneficiaries was ac- 
cused or identified as overcharging. I don’t recall right now wheth- 
er that was Al-Riyadh. 

Mr. Rohrabacher. So just to reacquaint you with the fact that 
you have this very serious charge that Al-Riyadh International 
Flowers was charging, let us say, 28 percent more for the humani- 
tarian commodities that was providing Oil-for-Food. That company 
is the company that then asked you to deliver its money that it was 
receiving for that overcharging to East Star, which then of course, 
as we can see now, was owned by Commodities House Investment. 
Who knows who owns Commodities House Investment? 

So we have an overcharging of the Oil-for-Food Program going to 
a third company under a contract whose rules you admit were, at 
best, ambiguous, and most of us seem to think it was pretty clear 
that you were not supposed to deliver these payments to third par- 
ties unless they were banks. But you went ahead and delivered it 
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to that company, which was then owned by some other company in 
the Cayman Islands. This really smells. This stinks. That an inter- 
national bank is involved with the United Nations may, you know, 
may be an excuse. You say, well, we are doing this for the United 
Nations. But that is no excuse. 

Let me ask you this. Your company deals with 

Mr. Schenk. With all respect, Mr. Chairman, I have to comment 
about that, with all due respect. 

Mr. Rohrabacher. Okay. Certainly. 

Mr. Schenk. First of all, we have to remind the Members of this 
Committee that the bank had nothing to do with the approval of 
the contracts, the terms of the contracts, the pricing, and the com- 
modities involved. 

Mr. Rohrabacher. Who you delivered the money to was up to 
you. 

Mr. Schenk. But you raised the question here related to price, 
and frankly, the terms and conditions of the contracts were not 
something that the bank evaluated or was engaged in. We relied 
exclusively on the 661 Committee associated with the approval of 
these contracts. We did not engage in 

Mr. Rohrabacher. So, you found yourself a den of thieves, and 
then one of them told you to deliver the money to somebody else 
even though you knew 

Mr. Schenk. Well, I am not so sure who the den of thieves is 
meant to be in this case. We relied on the 661 Committee. 

Mr. Rohrabacher. How about the people who were overcharging 
the Oil-for-Food Program for 28 percent of the humanitarian sup- 
plies. That is obviously who one of the thieves is. Perhaps the other 
people in the United Nations who were getting their relatives jobs 
with the various companies are included in this. But we know, at 
least, that this company was overcharging. Your responsibility was 
to see companies are paid so that they could be held accountable. 
Instead of paying that company, you put the money to another 
company who we cannot identify, and that company is owned by 
somebody else who you are not familiar with other than that they 
are from the Cayman Islands. 

Mr. Schenk. You know, I think, again, with all due respect, Mr. 
Chairman, we did not have any involvement in the approval of the 
contracts or the pricing under those contracts. It was just not our 
business. We at this point have looked at the transactions as part 
of our investigation and have determined that there were 
financings — supplier financings in place for East Star through a 
major international bank associated with providing supplies to the 
beneficiary. 

I have to also say that we have in our possession today all of the 
certificates of arrival, the Notice of Arrival associated with the 
goods that are involved in any of the identified third-party trans- 
actions. And at this moment through the 43,000 transactions that 
we have investigated, we have identified a group — and you accu- 
rately described it as over 400 — it is 403 transactions that involve 
approximately 30 companies. We have evaluated in detail a num- 
ber of those but specifically three which represent more than 80 
percent of the dollar volume. We have 80 left to do. It is not that 
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we don’t know anything about those 80; it is a continuing inves- 
tigation. 

Mr. Rohrabacher. You are under U.S. banking law, correct? 

Mr. Schenk. Yes, sir. 

Mr. Rohrabacher. Does U.S. banking law require you to be 
aware of the companies to which you are providing money? 

Mr. Schenk. There is obviously some very specific regulation and 
law associated with Know Your Customer. In this case 

Mr. Rohrabacher. In this case, you gave money to 

Mr. Schenk. We are relying on our customer in this situation, 
which is the U.N. And we have 

Mr. Rohrabacher. You are providing money to a company that 
you don’t know anything about that operates out of the Cayman Is- 
lands and is owned by another company that you don’t know any- 
thing about. Now, whether or not you are directed by your cus- 
tomer, that does not exempt you from the U.S. law of knowing who 
you are doing business with. For all you know, these could be the 
worst terrorists or drug dealers in the world. 

Mr. Schenk. In this case we had the benefit of an approved ben- 
eficiary and a financing arrangement that we believe was in place, 
and that the KYC customer obligation in this case runs through 
the nature of our dealings with the United Nations. 

Mr. Rohrabacher. I will not take up all the time here, and I 
apologize for taking too much time. Mr. Delahunt has been more 
than 

Mr. Delahunt. I have no objection to conceding to you as much 
time as you may consume. 

Mr. Rohrabacher. You may proceed, and then we will go on to 
our other Members. 

Mr. Delahunt. Let me see if I can understand this. All of the 
goods that were implicated in the so-called third-party payment, we 
know they were delivered, according to the information that you 
have before you? 

Mr. Schenk. Yes, sir. We can confirm that we have in our pos- 
session Notice of Arrival for all the goods involving the trans- 
actions, involving these so-called third-party payments. 

Mr. Delahunt. So all of the goods arrived? 

Mr. Schenk. Yes, sir. 

Mr. Delahunt. The stuff got there? 

Mr. Schenk. Yes, sir. 

Mr. Delahunt. And hopefully benefited the Iraqi people. 

Mr. Schenk. I hope so, as well. 

Mr. Delahunt. Now, my friend, the Chairman, refers to the 20 
percent overpricing on a particular contract involving some com- 
pany. According to the terms of the contract that you had with the 
United Nations, did you have the responsibility to determine 
whether the price itself was fair or not? Was that your responsi- 
bility? 

Mr. Schenk. No, sir, it was not. 

Mr. Delahunt. It was not. Would you repeat that once more so 
we can be really clear about it? 

Mr. Schenk. The terms of the contracts which were approved by 
the 661 Committee both in terms of price and quantity and sub- 
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stance, whatever was involved, we were not involved in any way 
in the approval process. 

Mr. Delahunt. Let me interrupt you, Mr. Schenk, because I 
want to try to be as focused as I can. So it was the responsibility 
of the 661 Committee? 

Mr. Schenk. Yes, sir. 

Mr. Delahunt. Who is on the 661 Committee? 

Mr. Schenk. Well, essentially the members of the Security Coun- 
cil. 

Mr. Delahunt. Does the United States of America have a seat 
on the Security Council? 

Mr. Schenk. Yes, sir. 

Mr. Delahunt. That was the point that I was trying to make, 
Mr. Chairman, in terms of my opening comments. I would like to 
ask the Administration. I would like to ask the Administration, the 
head of the U.S. Mission. We have an Acting Ambassador to the 
United States currently in New York. You and I have met with her. 
I would hope that she could come down here, or maybe whoever 
sits on the U.N. desk, the U.N. Reform Desk in the Department of 
State, because I think it is a very good question. 

I think you are correct, but you are posing the question to the 
individual that had no responsibility for it. The oversight was the 
Security Council, the 661 Committee. That is the oversight. 

Mr. Rohrabacher. Are we referring to the Committee that was 
kept in the dark, as we have found in our investigation here? 

Mr. Delahunt. No. 

Mr. Rohrabacher. Is this the one 

Mr. Delahunt. Reclaiming my time here, Mr. Chairman. Thank 
you. No, I am talking about the 661 Committee that was notified 
about 70 contracts. Okay? Seventy contracts by the United Nations, 
I presume, the folks on the ground, that there was overpricing and 
that no action was taken. That is the 661 Committee that I am re- 
ferring to. We are posing these questions to Mr. Schenk, and of 
course he doesn’t know the answers. 

Now, I agree with you. You know, you acted in terms of, it would 
appear, based upon the bank’s customary practices in terms of 
trade finance. 

Do we have a copy of the contract, by the way? Does the staff? 
Okay. I think Mr. Royce has it. You know, I am sure my colleague 
will share it with me afterwards. I think it comes down to a ques- 
tion of the interpretation of the language that you describe as am- 
biguous. But just to reassure myself again, all of the beneficiaries 
that received payments under the Humanitarian Letter of Credit 
were approved beneficiaries by the 661 Committee? 

Mr. Schenk. Yes, sir. 

Mr. Delahunt. Okay. And the 661 Committee includes the Secu- 
rity Council? 

Mr. Schenk. Yes, sir. 

Mr. Delahunt. Which includes the United States Government? 

Mr. Schenk. Yes, sir. 

Mr. Delahunt. So as far as you knew, the people that you were 
dealing with were good guys? 

Mr. Schenk. That is what we understood. Yes, sir. 
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Mr. Delahunt. Okay. So purportedly, or presumably, the 661 
Committee, the Security Council of the United States — of the 
United Nations, rather, would have done its homework and vetted 
these people so that a conclusion would be reached as to their legit- 
imacy in terms of the Oil-for-Food Program. Is that a fair state- 
ment? 

Mr. Schenk. Yes, sir. 

Mr. Delahunt. Okay. Earlier my friend, the Chairman, indi- 
cated that you are the bank for Iraq. You know 

Mr. Rohrabacher. That was at another hearing. 

Mr. Delahunt. Well, at another hearing he asked the question 
or suggested that you were the bank for Saddam, you were presum- 
ably his personal banker. But can you tell me the relationship of 
a correspondent bank in Europe with a government? What does 
that mean? And, if you know, how long did the relationship — if it 
in fact existed — last between your bank or any of its affiliates with 
the Government of Saddam Hussein or Saddam himself? 

Mr. Schenk. I am going to make a couple of comments about the 
bank’s business in Iraq and then I will speak specifically to that 
point. 

The bank did have an office in Iraq until 1963. At that point, the 
Ba’ath Party took over the bank, arrested our branch manager, we 
were thrown out of the country, and we have not had an operation 
in Iraq since 1963. 

Mr. Delahunt. You weren’t there during the course of the 
1980s? 

Mr. Schenk. No, sir. 

Mr. Delahunt. You couldn’t have visited the U.S. Embassy then 
in Baghdad during the 1980s that existed there up until 1990? 

Mr. Schenk. You are outside my sphere of Miowledge here. I 
would — ^you asked a couple of other questions, and here I want to 
comment on one thing. The answer is, given the extraordinary sen- 
sitivity to Saddam Hussein and his position in the world these 
days, we make an exception, frankly, for this Committee associated 
with bank privacy and confidentiality laws. And I want to confirm 
to this Committee that we do not have an account with Saddam 
Hussein. But I also want to 

Mr. Delahunt. Well, I have to — did you ever have an account, 
that you are aware of, with Saddam Hussein post- 1963? 

Mr. Schenk. I personally am not aware of any. But I don’t — I am 
not personally aware of that. 

Mr. Delahunt. Okay. 

Mr. Schenk. What I can say now, and now I am — I want to 
make a comment as it relates to other customer relationships or re- 
lationships that the bank might have or have had, that — I want to 
repeat the notion that we are in good standing in the countries in 
which we operate, including the United States, and, to the best of 
my knowledge, that we are in compliance with all the sanction 
laws and regulations in all the jurisdictions that we operate. But 
on advice of my counsel, frankly, that I — and because of privacy 
laws and confidentiality issues, I should not identify customers of 
the bank in a public forum. And I would offer to you or staff that, 
if they want to give me the names of individuals or organizations 
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that you are interested in, we will provide the information in exec- 
utive session unless we are prohibited by law from doing so. 

Mr. Delahunt. I welcome that offer, and I would ask the Chair- 
man that, if he has particular questions as it would apply, that 
only he and I receive that information. Not staff. Obviously other 
Members. 

Mr. Rohrabacher. We will submit some questions to you in 
writing, and then the Ranking Member and myself will go over 
that and/or meet with you and go over your answers. 

Mr. Schenk. Okay. On advice of counsel, I am told that that is 
a procedure that will work for us. 

Mr. Delahunt. I want to make it very clear that I do not want 
there to be staff present. Myself and the Chairman. That would be 
fine. 

Mr. Rohrabacher. Let me be very clear. The U.S. law says that 
you are supposed to know exactly who you are dealing with. U.S. 
law is trying to protect the United States and the people of the 
United States from having money go to criminal elements in the 
world or gangsters 

Mr. Delahunt. Reclaiming my time, Mr. Chairman. It is my 
time. 

Mr. Rohrabacher. I thought that you had given up your time. 

Mr. Delahunt. No, I had not given up my time. 

Mr. Rohrabacher. Then I will be happy to 

Mr. Delahunt. There is no indication that the implicit inference 
in your question is even appropriate in terms of what we have 
heard here from Mr. Schenk. He is not giving money away to crimi- 
nal elements. 

Mr. Rohrabacher. We have money being transferred to a com- 
pany in the Cayman Islands that nobody even knows about. 

Mr. Delahunt. I found very interesting — again, reclaiming my 
time. I find it very interesting the Cayman Islands, because I can 
remember raising the issue about Halliburton Corporation having 
a place of business in the Cayman Islands, in Dubai, and I don’t 
hear you talking about 

Mr. Rohrabacher. And you should be really concerned. 

Mr. Delahunt. Well, then let us conduct an investigation into 
that. Let us do that. Let us get Halliburton up here and find out. 

Mr. Rohrabacher. That may be coming, but we shouldn’t pooh- 
pooh it right now. 

Mr. Delahunt. Well, I am not pooh-poohing it right now. But, 

1 mean, come on. 

Mr. Schenk. I think on that point, Mr. Chairman, if I could 
just — in my opening remarks I did mention that all of the third 
party payees that we have identified were not, are not on any 
OF AC (Office of Foreign Assets Control) list or listed as an SDN 
(Specially Designated Nationals). And that includes up to cur- 
rently. So it is not at the time but it also is true today through the 
OF AC list. So in terms of identification of bad guys, which I think 
is the point that you alluded to, the third-party payees that we 
have provided on that list are not on any current list, and that in- 
cludes whether the payments were made a while ago or in the last 

2 or 3 years. So 
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Mr. Rohrabacher. Can we proceed? Mr. Royce, you may pro- 
ceed. 

Mr. Royce. Going back to one of your points, Mr. Schenk, the 
Iraqi Central Bank at least has a different view of the previous 
commercial relationship between Banque Nationale de Paris and 
the New York branch. I think that they have communicated, at 
least to our staff, that that previous relationship did exist, and that 
is why the Iraqi Government at the time desired the selection of 
that particular bank. At least that is the assertion of their Central 
Bank. 

Mr. Schenk. I don’t want to be — maybe it is a misunderstanding 
of my comments. My comment was that we have not been phys- 
ically present in Iraq since 1963. 

Mr. Royce. I understood that. 

Mr. Schenk. And that I — as it relates to the nature of our rela- 
tionships, I am not going further in this committee forum about the 
client relations that we have had. So I didn’t say we didn’t; I am 
just saying that I am not going further on that subject. 

Mr. Royce. Okay. I just wanted to point out that, at least from 
the standpoint of the Iraqi Central Bank, they felt they picked this 
bank because of prior relationships which Saddam Hussein’s Gov- 
ernment had with this particular bank. That is the bank that they 
chose. 

Now, we knew at the time that there were bad actors in the proc- 
ess, and that is why the 661 Committee was set up in the United 
Nations; it was expressly set up with the idea that they, the U.N., 
would be able to monitor the companies on the list. As you know, 
over time the U.N. had to take companies off the list because com- 
panies can be bought, companies can be basically obtained by some 
of the bad actors. So companies actually were transferred off the 
list. But the specific desire, as I understand it, on the part of the 
United Nations with this agreement with your bank was to nar- 
rowly confine the transactions to those specific companies. So we 
have the Agreement for Banking Services between the United Na- 
tions and the Banque Nationale de Paris. And in that specific 
agreement, as we turn to the issue specifically of letters of credit: 

“The Central Bank of Iraq will forward to the bank requests 
from the appropriate Iraqi Government entities to open irrev- 
ocable, nontransferrable, non-assignable, except to the sup- 
plier’s bank for the repayment of financing for the purchase of 
the humanitarian supplies, letters of credit for the account of 
the Iraqi purchaser in favor of the supplier. Only the United 
Nations has the authority to give binding instructions to the 
bank concerning such letters of credit. When the bank receives 
such a request, it shall immediately forward it to the Deputy 
Treasurer of the United Nations for approval.” 

So, inasmuch as U.S. banking law says, under Know Your Cus- 
tomer, that you have to check out those companies that you deal 
with, and inasmuch as you are in that jurisdiction, you are dealing 
with this particular program in which this contract is fairly de- 
fined, and now you have the letters of credit being assigned to 
other entities — and this is not a normal commercial practice system 
that you are in — I just thought I would try to explore, and maybe 
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with you, Mr. Lehmann, who gave you the direction to sign off? Be- 
cause the statements appear “As Per Harold” in terms of these as- 
signments. I wanted to ask if this was the only method by which 
reassignments were performed? Why was no formal process under- 
taken to authorize the reassignments? And did you permit other 
such reassignments? And, if so, was it done in a verbal method like 
this? 

Mr. Lehmann. Yes. I am not familiar with the term “reassign- 
ment.” I am familiar with the term “assignment of proceeds.” 

Mr. Royce. Okay. 

Mr. Lehmann. This is what we did. 

Mr. Royce. Okay. 

Mr. Lehmann. We don’t assign a letter of credit; we assign the 
proceeds to an entity. And, as you just read from the contract, I 
believe 

Mr. Royce. Yes. 

Mr. Lehmann [continuing]. That the letters of credit were assign- 
able only to the bank providing the financing for the — to the sup- 
plier. 

Mr. Royce. Well, as we begin to ask the question, then, what 
kind of security checks were applied to the company when it was 
requested by Al-Riyadh International Flowers that the letters of 
credit were to be assigned or reassigned to East Star? Maybe I 
could explore that question. 

Mr. Lehmann. Well, we would receive a standard form from any 
of the beneficiaries that they are assigning their proceeds to this 
bank, which would be the case in these letters of credit. Subse- 
quent to that, we would have a documentary presentation. And if 
the documents were in compliance with the letter of credit, includ- 
ing a notice of the arrival of the goods in Iraq, we would proceed 
to make payment under the letter of credit. 

Mr. Royce. The question I have is: Why were those transactions 
allowed to be cleared when it appears this kind of transaction was 
not permitted in BNP’s contract with the U.N.? Why wouldn’t you 
go to the U.N.? You know, as I read the conditions here on letters 
of credit: “Only the United Nations has the authority to give bind- 
ing instructions to the bank concerning such letters of credit. When 
the bank receives such a request, it shall immediately forward it 
to the Deputy Treasurer of the United Nations for the U.N.’s ap- 
proval.” 

And that is what I am 

Mr. Lehmann. That is referring to the request to issue the letter 
of credit, where they are giving us the binding instructions, the 
Central Bank of Iraq is contacting us with an application, if you 
will, for the letter of credit. We are providing to the United Nations 
that message and awaiting their approval to issue the letter of 
credit. That is what that is referring to. 

As far as the payment, when we receive documents from a bene- 
ficiary, they will have a cover letter perhaps, or perhaps it is a pre- 
senting bank overseas, and they will have payment instructions on 
how to remit proceeds to them. In these cases, the payment in- 
structions would be the same as on the assignment of proceeds, pay 
such and such a bank; and, as is customary, to a specific account 
number on the bank’s books. 
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So these were not felt by us to be inconsistent with each other 
nor with what the assignment itself allowed; that we were in fact 
paying a financing institution who has confirmed to us that they, 
in fact, financed the goods covered by that letter of credit. 

Mr. Royce. And the assertion that, under U.S. banking law, you 
have to check those companies 

Mr. Lehmann. Correct. 

Mr. Royce [continuing]. That you are dealing with, under law, 
and determine — ^you have to know your customer. Arguably with 
this labyrinth of ownership as we go through the particular com- 
pany we are discussing right now, it would appear that you cer- 
tainly didn’t know that customer. I am not sure we still have fig- 
ured out who that customer is. 

Mr. Lehmann. We certainly did perform two checks on every 
party in every payment. First it was a check in the letter of credit 
department, a manual check against the OF AC list. The second 
check would occur automatically in a filter in the payment system 
of the automated payment. So every party in the payment under 
these letters of credit has been verified twice not to be on the 
OF AC list. Every single payment. 

Mr. Royce. Let us see. Did you check this one: Commodities 
House Investment Limited? 

Mr. Lehmann. If their name had appeared as a party being paid 
on the letter of credit, we would have checked the name. 

Mr. Royce. Well, I guess — the reason the Know Your Customer 
law is important is because you need to know the customer. In this 
case. East Star is, in fact, owned by Commodities House Invest- 
ment, Limited. And 

Mr. Lehmann. That is something unknown to us. 

Mr. Royce. Well, it is unknown to you because you didn’t know 
this customer. I am just trying to point that out. 

Mr. Lehmann. Our customer was the United Nations. 

Mr. Royce. Well, under banking law your customer is not just 
the United Nations. You are supposed to know the companies that 
you are dealing with, at least in U.S. jurisdictions, and you are in 
a U.S. jurisdiction. 

Mr. Lehmann. Well, again, from the stated names that were in 
front of us in these transactions — we only know of these names as 
they appear in the paperwork, and these are the only names we 
know of, the only names that we could check. 

Mr. Royce. Well, but indeed that is why we have evolved this 
law. Know Your Customer, so that you do find out who is behind 
the transactions, and in this case it is a different entity. 

Mr. Rohrabacher. Thank you, Mr. Royce. 

Mr. Berman. 

Mr. Berman. Well, I don’t want this to be the main thrust of my 
comments. But Mr. Royce’s point is an interesting one. If someone 
on the OEAC list creates a subsidiary or an affiliate that doesn’t 
have that name, then you can check against the OF AC list all you 
want and the entity designated on the letter of credit will never ap- 
pear. So, is your obligation to go beyond simply the literal match- 
ing of the name on the letter of credit with the OF AC list? Or is 
it OFAC’s responsibility to update their list constantly to see if 
dummy companies and names are being created by OF AC list enti- 
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ties? In other words, I am not even clear who the customer is in 
this case. But you are doing business with somebody; you are pro- 
viding financing to some entity. To assert that they are not on the 
OF AC list when they could simply be a dummy affiliate of some- 
body who is on the OF AC list doesn’t give a lot of credit. 

I think it would be very wrong to try to indict you at the public 
hearing for things you are not responsible for. I certainly have no 
particular interest in defending you as an entity. You have an ob- 
stacle to overcome if it is in fact true that the Iraq regime wanted 
you to play the role you played here. But I have also been to the 
Cayman Islands and I am not a crook. In and of itself, it doesn’t 
convict you to say that the Iraq regime wanted you. I would think 
you would want to explain, because I bet you there are all kinds 
of explanations made for why that regime might have wanted you 
as the bank. That don’t necessarily mean you did anything wrong 
or corrupt. 

There was a time in the 1980s, against my wishes, that the 
United States was selling dual-use equipment, that France was in- 
volved in all kinds of transactions with Iraq, that we thought Sad- 
dam was the buffer against the Ayatollah, and we developed all 
kinds of relationships that in retrospect were clearly wrong. But 
hindsight is wonderful. 

What I am confused about most of all is your testimony, Mr. 
Schenk, you apologized for something. But it seemed like the 
Chairman took what you said and extrapolated it into something 
much more than you were apologizing for. So could you sort of sim- 
ply state what is it that, in retrospect, based on your report, you 
thought you did that you probably now, in hindsight, wished you 
hadn’t done? Let us get that clear. 

Mr. Schenk. Well, I think the issue, in that regard specifi- 
cally — 

Mr. Berman. I don’t know if you apologized, but you expressed 
some remorse or something. 

Mr. Schenk. We, in fact, did admit to making some mistakes as 
it relates to the procedures that we had in place, and the proce- 
dures that we had in place were meant to identify those situations 
where there was not an assignment of proceeds in place. It was a 
procedural issue for us. It was not 

Mr. Berman. What does that mean, that there was not an as- 
signment of proceeds in place? 

Mr. Schenk. We have two issues here on trade finance, someone 
can set up an assignment of proceeds in advance of the letter of 
credit being issued and paid, and I yield here to Harold, when I 
make a mistake. We also have a situation where one can have fi- 
nancing arrangements which are established at a bank on behalf 
of a supplier. 

In this case, those are the situations that we are talking about. 
Here are third-party payments where, in fact, the payment from us 
would have gone to the bank in satisfaction for the benefit of, let 
us say. East Star, but it was in an account which was part of a 
financing facility that had been put in place by that bank on behalf 
of East Star, as East Star was providing goods to the beneficiary. 
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I note, in normal trade, that third-party financing arrangement, 
that financing facility, would be treated similarly to an assignment 
of proceeds. 

In the situation that we are talking about, from a procedural 
matter we probably — we shouldn’t have made those payments. 
Those payments that were made on that basis are outlined. 

Mr. Berman. Is that because — those payments were made be- 
cause — 

Mr. Schenk. Of a procedure that we established internally, 
which was more strict than we believe is embedded in the under- 
lying Banking Services Agreement. 

Mr. Berman. I get it. So what you are saying is, the agreement 
was ambiguous, but you would set up an interim procedure that 
was both stricter and clearer than the agreement. You, in some 
cases, didn’t comply with your own internal procedure. 

Mr. Schenk. Yes, sir. Thank you for that clarification. 

Mr. Berman. You are not conceding at this point, I take it, that 
you violated the agreement. 

Mr. Schenk. We are not conceding that, no, sir. 

Mr. Berman. All right. Now, that is it. 

Mr. Rohrabacher. Well, thank you very much. I think that 
what we will do now is just call this meeting to an end, and I 
just — let me just suggest again that this is a very special favor that 
we are doing for the Ranking Member here, and he said he would 
be brief He has asked for just two more questions, if you would 
be very brief 

Mr. Delahunt. I will. Let me just pose both of them. In terms 
of the contract itself, are you in communication with the United 
Nations relative to your performance under the contract? I mean, 
has the U.N. discussed with the bank or expressed their concern 
about your performance under the contract as your client in this 
case? 

Mr. Schenk. Well, throughout the life of the program you might 
imagine that we had 

Mr. Delahunt. But subsequent. At this point, many of these 
questions are being posed by this Committee and others in Con- 
gress. Have you heard — has the U.N. expressed the same concerns 
to you? 

Mr. Schenk. No, sir, they have not, to my knowledge. 

Mr. Delahunt. Has the United States Mission to the United Na- 
tions engaged you in discussions about your performance pursuant 
to the U.N., to the contract you had? 

Mr. Schenk. To my knowledge, no, sir. 

Mr. Delahunt. Okay. Thank you, that is it. 

Mr. Rohrabacher. Well, then the Chairman will also ask just a 
couple more questions. 

When we are talking about these third-party assignments, did 
your bank ever file a SAR (Suspicious Activity Report) for any of 
these requests to make these third-party payments? 

Mr. Schenk. I know that my good attorney, Mr. Bennett, is 
going to advise me that I am really not at liberty to make any com- 
ment about a SAR filing. 
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Mr. Rohrabacher. Well, that is pretty telling. Maybe your law- 
yer isn’t the one that should be making the decisions on all of these 
things if you are 

Mr. Schenk. No, I am following — this is U.S. regulation, sir, this 
is banking law. 

Mr. Rohrabacher. There is banking law that you have to oper- 
ate on, and we have already gone through the fact that, at least 
from my perspective, it is very questionable whether or not you fol- 
lowed the banking law. I am not someone who is a lawyer and can 
know all the details, but it seems to me you did not know who you 
were doing business with in the end. In the sense of who the 
money ended up with, you have no idea who that someone was. 

But if you are required by law to file a Suspicious Action Report 
and someone has asked you to make a payment to a third party, 
and that third party happens to be a bank owned by a company 
that is incorporated out of the Cayman Islands, and that is the 
only thing you know about it, that seems suspicious. 

We will leave that with the American people and with the people 
who are reporting this to whether they think that is suspicious. Let 
us give you 60 seconds to say anything you want. You will have 
the final word. 

Mr. Schenk. Okay. Since you finished along the point that you 
did, I would like to continue along that line of reasoning. 

Mr. Rohrabacher. Yes, sir, you have the final word. 

Mr. Schenk. I would just like to say that in the situations we 
have described as third-party payments, we are making those pay- 
ments to banks under what we understand are financing agree- 
ments in place or suppliers. We are not making the payment to the 
third party. It is under a financing agreement. So the payment is 
to the bank, and the payees are not the bank’s customers. 

So in this case we have relied on the bank. As I have indicated, 
those banks are substantial international institutions and they are 
named in the interim report. 

So we believe that payments that we have made are made based 
on financing arrangements that those suppliers, financing facility, 
those suppliers had in place, and that has been confirmed to us — 
and I can’t say in all cases, but in most cases that the financing 
arrangement in place at those banks was for these suppliers. 

The other point I want to make is that in all cases we have Cer- 
tificates of Arrival. These are good assurances, in terms of the 
product out there, being delivered. We have no evidence of any- 
thing in our investigation which would see any cause or effect for 
any corruption in the program. So I mean, in terms of our own 
sense — and we continue, and I want to assure, as my last 10 or 15 
seconds here, that we are continuing our investigation. 

We have another 13,000 payments to go through. We have these 
80 third-party payments to identify. As a result of that, we may 
have some additional third-party payments identified. I can’t tell 
you that we won’t, and those 80 really represent about 25 more 
counterparties. 

But at this point, the other comment that I would make is that 
we believe that in all cases, for all the payments under the pro- 
gram, that we will be able to assure this Committee that we have 
Certificates of Arrival for all the goods involved. 
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Mr. Rohrabacher. Do you want to make any general statement 
at all specifically? Anything else you would like to say? 

Mr. Schenk. Well, we want to continue to cooperate. We are 
doing the best we can, and we are providing you with that informa- 
tion as we get it. I guess to the extent that there is additional in- 
formation that this Committee would like to have, you obviously 
know where we are, so we will respond as best we can to that in- 
quiry. I think as it relates to some of your opening remarks, hope- 
fully we have clarified some of those issues for you. 

Mr. Rohrabacher. Well, thank you very much. I would like to 
again compliment your bank for being cooperative, for being here 
today. I would like to compliment you as a witness and your 
backup here. You have been forthright. This has been a great ex- 
change of information, and I appreciate that. I think that is some- 
thing we just can’t take for granted. 

We may have some disagreements here. As you can see, there 
are even some disagreements up here, but we do appreciate this ex- 
change. 

With that said, I call this hearing to adjournment. Thank you. 

[Whereupon, at 4:25 p.m., the Subcommittee was adjourned.] 
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